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PROCEEDI NGS

PRESI DI NG COVMM SSI ONER MOORE: Good nmorning. 1'll
tell you in advance that we don't have a public address system so
we' |l speak as clearly as we can up here and hope that you can
hear us out there.

W are being recorded. And when we ask you to cone up
and address us, we'll ask you to cone up to the podi umwhere there
actually is a mcrophone for anplification.

And so with that I will open the Wrkshop on Novenber
19th, 1996 for the Conmttee on Renewables. |'m M chal Moore.
For those of you who haven't nmet ne before, |I'ma Conm ssioner
with the California Energy Comm ssion.

And | amjoined by ny coll eague Jan Sharpl ess on ny
right, who is also a Conm ssioner with the Comm ssi on.

W have our Aides here, Manuel Alvarez on ny |eft;
Rosel l a Shapiro on Jan's right; and Jonathan Bl ees, an attorney
who works for us on the Commttee is also with us on the dais.

These are very informal hearings.

COMM SSI ONER SHARPLESS: Wor kshops.

COMM SSI ONER MOORE: And they're designed to
facilitate comuni cati on between us, and start to franme, in an
ever narrowi ng fashion, the issues that we'll have to deal with

prior to issuing our report to the Legislature on March the 31st.



| have a couple of opening remarks. It's a little bit of
the gospel, so if you'll bear with me. |If you' ve heard it before,
Staff reminds me that | need to repeat it just so it's clear what
direction we're going.

W' re starting focus, obviously, in a narrower and
narrower fashion. It is clear, it should be clear to everyone
here or everyone who is follow ng these proceedings, that our
objective is to derive and encourage the greatest degree of
consensus anong i ndustry players and across industry types that it
is possible to achieve prior to our starting to go back to our own
col | eagues w th proposal s.

This may not happen. W're aware of that, even though we
encourage it, even though we do our best to generate the docunents
that will include it, it may not happen.

You should know that if it doesn't you're | ooking at the
two people who will take and will nake the decisions. W'l|
derive a systemand we'll carry that systemup to the Legislature
with the greatest force that we can in order to get it enacted.

It's not a threat, because neither one of us asked for
this assignment. That's just the way it is. W have a job to do.
W have very, very little tinme to doit. And that's why we're so
actively involving you in our process.

Just so you know that if in the end a consensus, that's

wor kabl e, that's acceptable obviously up here, is not forthcom ng,



we'll take the bull by the horns. W'Il derive one. W'I| derive
the defense for it. And we will defend it. And | have absolutely
no intention of losing at the Legislature when | go to present
that report. Just so that's clear. | didn't spend all those
years in political life learning howto | ose, and neither did Jan

So we're here to make a product that works and we're here
to make a product that sells, | prom se you

So with that, we have very little time to do it. W
expect to be working forward towards a set of hearings in early
Decenber.

Those hearings will be designed to focus on sone set -- |
don't know how many -- but sonme set of possible solutions to the
problens that we are tasked with solving in the legislation. That
means that they are basically this workshop and one other in which
we can debate these things. And then you can see us comng to
cl oser.

Because frankly, we have to be inpressed with sonme kind
of a docunent in front of our colleagues, a draft or otherwi se, in
the mddle of January. So you can work out the math for yourself,
how much tine we've got to construct that final docunent, and it's
not very much

I wll be asking this norning for comments from
i ndividuals on the energing efforts to forge a coalition on one

front or another. And, again, this is a very informal hearing, so



you can expect a good deal of debate fromus about the particulars
or the edges of the questions that those raise.

And that will include or Staff representatives. Marwan
is here. Mst of you know him And you can expect that he'l
participate as actively as the Conm ssioners will when questions
need to be asked and points need to be clarified, as well from our
ai des.

The | ast point of housekeeping, | amaware that the PUC
is running a beauty contest across the Bay where they're going to
try and steal our participants, and that several of you have noted
that you' d rather be over there than here. |'mtaking that into
account. You |l ose points for that.

[ Laught er]

PRESI DI NG COVMM SSI ONER MOORE: But we'll accommodat e
t hose, absolutely to the best of our ability we'll accomodat ed
because | know you need to transit. So we'll try and take that
testinony in the norning.

And, again, if sonebody has a tine constraint of any

ot her kind, babysitters, transit, that kind of thing, |let nme know

and 1'll do absolutely ny best to accommobdate it.
Jan.
COWM SSI ONER SHARPLESS: | don't know that | can add

to anything that M chal said except that in review ng the

proposals, we obviously will be directed by the | egislation has



told the Commttee to use as its screening criteria.

So while | underscore what M chal says as far as | ooking
forward to consensus building, it will be within that context. |
think that the Conmttee has to nmake sure that it has net the
criteria that has been established by the Legislature. And |
notice in sone of the docunentation that we've received so far
there has been an attenpt to tie the proposals back the
| egislation. That's good.

But | also | think that there's a very inportant bal ance
that will have to be nmade by the Commttee. And so please keep
that in mnd.

W do encourage the coalitions. W encourage the
consensus. But the Commttee is driven by the nmandates of 1890,
and we will do our best to carry through on what the Legislature
has dictated for us.

So we | ook forward to today's hearing, the proposals and
the presentation and as these things unfold and as questions are
asked and nore information is provided.

Thank you, M chal.

PRESI DI NG COMM SSI ONER MOORE: Thank you.

Wth that we're going to open, and |'I|l be calling on
initially those who have indicated to us that they're in the
process of either formng up sone kind of coalition or they've

presented a set of ideas to us in the formof answers to the



guestions that we' ve asked.

And, of course, in the end any proposal -- and we
understand that things are in the process of getting fleshed out
right now -- but in the end, any proposal that gets seriously
considered is going to have to answer all these questions, is
going to have deal with everyone of these. Because as you well
know, when | ook at what's presented, we'll be asking the very sane
guestions, trying to understand how they all fit together.

So with that I"'mgoing to ask Rich Ferguson fromthe
Sierra dub, who already -- you |lose 15 points for being at the
PUC this afternoon. Rich.

MR. FERGUSON: Vell, it's a good thing I'mnot asking
for any noney.

[ Laughter.]

PRESI DI NG COVM SSI ONER MOORE: That's right.

MR. FERGUSON: | appreciate being able to present
this. It's sonmewhat different froml think nost of the other
proposal s that you' ve had before you. But the |ocal environnent
was on the ground that could deal on a day-to-day basis with the
exi sting project, and asked ne to nmake the follow ng request.

W' ve been working for many years in a constructive way
wi th the renewabl e devel opers. And we're aware that nmany of the
probl ens that exist on many existing projects, and we' ve been

trying to work to find ways to solve these problens. |'mgoing to



tal k today about the wind industry because that's where sone of
t he greatest concern is.

The two problens are for site inpacts, |ike erosion that
we' ve been working on. There's also, going to the financia
condi tions under which the industry has been working with, there's
a probl em of abandoned turbines and how these sites are going to
get cleaned up or what's going to happen to them

There are those, and |'mnot anong them who when they
found out about the funding in AB 1890, woul d say the industry
shoul d get none of this noney until these problens are fixed.
don't think that's a practical approach. Nevertheless, |
under stand the senti nent.

What we would Iike to see is sonme nmechani sm whereby the
i ndustry and the environnentalists together can begi n working on
t he probl em

Part of the problemis that we don't really know how
extensive these problens are. W don't know what it would take to
fix them W don't know the kind of |egal entangl enents that
exi st at sone of the abandoned sites and so on. So we have
approached CEC Staff in the Environnmental Siting Division as to
what can we do work on these problens, wth the idea that perhaps
sonme of the noney that's in AB 1890 could be used to these sone of
t hese environnental problens.

W were inforned that there nmay be other funds avail abl e



to work on this too, although ny reading of the |aw, the
conditions on the use of this funding in AB 1890 woul d certainly
be a good fit.

W are working with the industry right now to put
together a joint letter to the Comm ssion asking for your support
of what we're calling the Scoping Study by Energy Conmm ssion
Staff.

The goal of the Study will be fourfold:

The first is to get an independent assessnment about what
probl ens exi st.

The second is to eval uate how extensive the problens are
and try to get sonme sort of list of priorities.

The third one is to assess the legal inplications and
ent angl enments, which nmay conplicate things.

And the fourth is to design appropriate response
strategies and to try to get a handle on costs.

Your Staff thinks that if we did what we're calling a
Scopi ng Study, that they nmay be able to do this by the end of the
year. In which case, then the Comm ssion coul d nake sone judgnent
about how they want to proceed to this.

W're still working on the draft letter and talking to
i ndustry representatives about howto go forward with this. W
are very encouraged with our discussion with Staff.

And basically what |I'mhere today to ask you is to



support this concept and to let us go forward with this kind of
scopi ng study so we can get a handl e on these problens and know
how to address them

| hope to have this letter to you by this week. And I
will docket it along with the other filings, unless you ve got a
better suggestion.

PRESI DI NG COVMM SSI ONER MOORE: Vell, let me just see
if I can classify a couple of the points that you' ve nade.

First of all, what you're interested in having is a
structure or a process that woul d be enbedded over the next four
years running parallel to the allocation of noney for renewabl e
resources that woul d evaluate, at some stage or on a continuous
basis, the environmental effects of either continuing with or
i mpl ementi ng new renewabl e strategies. Am| correct?

MR. FERGUSON: No. Qur hope is that we could begin to
-- | mean the problens that we know that exist are on the existing
project sites.

And we are actually hoping that we coul d begi n addressing
these problens as early as next year or as soon as possible. How
long it would take to actually solve these problens, |I'mnot
prepared to say.

| think the only reason why it nakes sense to bring it up
now i s that dependi ng on what sources or funding are available to

address these, it nmay be useful to use sone of the noney in AB



1890 to do that with. W don't that. W don't know how nuch it's
going to cost.

And until we do some sort of initial scoping study to
find out what we've got out there, we don't really know what we're
asking for. And that was --

PRESI DI NG COVMM SSI ONER MOORE: So these are projects
t hat have been through an EIR or an EI'S perhaps, if they invol ved
any kind of federal assistance, and they've had an environnent al
evaluation at some point in their life. And you are inplicitly
suggesting this evaluation and mtigations that were incorporated
init in order to get the projects approved was i nadequate?

MR. FERGUSON: A l ot has happened since those projects
were sited, is what we're saying. And there are now probl ens that
have been exacerbated by the financial hardship under which the
i ndustry has been working. So that there just basically hasn't
been any noney avail abl e.

W had begun tal king when the BRPU was in progress that
if some of these contracts were awarded, that the industry woul d
have sone cash to begin to solve sone of these problens. Wen
that died, we were broke again. So --

PRESI DI NG COVMM SSI ONER MOORE: Vel |, okay. | nean
it's easy to see projects that were approved under a different
regi me, under a different know edge base or sonething el se, but

you're peering into a can that is pretty deep. Because we open



that can, we're going to open the CEQA process, we're going to
open the NEPA process, and ask ourselves: Wy didn't we either
set aside an adequate source of funds through a letter of credit,
an annuity?

Wiy did we inadequately address on the -- and | use that
phrase the broadest way publish -- the environnmental problens that
woul d likely ensue froma project like this? Potential
bankruptcy, lack of funds in the future is certainly a condition
that's attendant, at |east possible, when a project is approved.

So if we go down this road and we indict anyone in a
policy sense, we're going to open that box. And we will have to
have sonebody for |egal fees the day we do that.

MR. FERGUSON: Yeah. Because we weren't | ooking at
this as sort of an enforcenent or an indictnment situation. | nean
we're trying to make this as cooperative as possi bl e.

But it's true those questions should have been asked, and
t hey were not asked rigorously enough. And | guarantee that any
new project that cones on, they will be raised in spades.

PRESI DI NG COVM SSI ONER MOORE: Vel |, okay.

MR. FERGUSON: But | guess ny gquestion to you is
shoul d we continue to ignore it.

PRESI DI NG COVM SSI ONER MOORE: Ckay. Well, let's
just say we did the scoping study. W cracked out a group of

funds to do this. And we did it. And we identified, predictably,



a set of problens that are now going to energe as a result of
t hi s.

What would we do with that? And who woul d the audi ence
for such a docunent or such a device be?

MR. FERGUSON: | guess it kind of depends on what we
find. It may be necessary to nake a recommendation to the
Legislature, if we need to sort of unsnarl the |egal situation.
For exanple, just elect sonmebody, whoever it is, renove abandoned
turbines without incurring a whole bunch of liability.

| guess | don't know the answer to that until we | ook and
see exactly what the problens are.

PRESI DI NG COVM SSI ONER MOORE: And you envision the
Staff doing the scoping report. Wen you said wthin a year, you
meant this cal endar year, '96?

MR. FERGUSON: Yes. That is what we were inforned
that they should be able to get a pretty good i dea of what's out
there in a couple of nonths.

PRESI DI NG COVM SSI ONER MOORE: Marwan, were you in

t hose di scussi ons?

MR. MASRI : No. R ch and I had a phone --
MR. FERGUSON: It was --
MR. MASRI : -- conversation. | referred himto the

Envi ronnment al Divi sion because | know that they're |looking at this

question of environnental inpact.



PRESI DI NG COMM SSI ONER MOORE: I's there someone here
fromthat Staff today?

MR. MASRI : But I was not party to that discussion

MR. FERGUSON: No. It was a Bob Therkel sen and Bob
Haussl er were at the neeting.

PRESI DI NG COVMM SSI ONER MOORE: Ckay.

MR. FERGUSON: At any rate, really this is to inform
you that a letter is going to come to the Comm ssion --

PRESI DI NG COVMM SSI ONER MOORE: CGood.

MR. FERGUSON: -- requesting this. I'mreally just
informng. And we'll have continuing discussion.

PRESI DI NG COMM SSI ONER MOORE: Rich, | think it's a

great idea. I'mstarting to tease apart, well, what would | do if
| had such a |lit firecracker in ny hand right now |'mnot quite
sure.

Jan.

COMM SSI ONER SHARPLESS: Yeah. A coupl e of
guesti ons.

First of all, I think | heard you saying "wi nd," but does
your proposal restrict itself to wnd, and if so, why not ever
ot her technol ogy that m ght have a environnental problen?

MR. FERGUSON: | admt it's nostly because those are
the projects where our people have identified have the nost

serious probl ens.



My initial reaction was the sane as yours: Let's |ook at
t he geot hermal plants and bi omass plants and see what kind of
probl ens they' ve got.

W could do that and I would certainly support it. It
was really just because we are nost aware and have been worki ng
nost intensely with the wind industry on this.

COMM SSI ONER SHARPLESS: Because what ever we do, |
think we have to treat everybody fairly. And --

MR. FERGUSON: | would certainly support expanding it,
yeah.

COMM SSI ONER SHARPLESS: And |' m not suggesting that
there's other technol ogies out there with pained | ooks on their
faces that we mght want to expand this. But | am suggesting that
if we focus on one, how we would rationalize, how we would justify
expendi ture on only one technol ogy.

MR. FERGUSON: | don't know the answer to that.

COMM SSI ONER SHARPLESS: Does your |etter address
t hat ?

MR. FERGUSON: No. No, it doesn't.

COWM SSI ONER SHARPLESS: O does your letter --

MR. FERGUSON: Ve woul d --

COMM SSI ONER SHARPLESS: -- purely focus on w nd?

MR. FERGUSON: This one purely focuses on wind. W

woul d certainly support expanding the study if that's possible.



VW're worried about timng a little bit. There are sone
particul ar problens that we hope we can address. So it's a --

COWM SSI ONER SHARPLESS: Do you have any idea -- |
guess by a scoping study, this is what you're trying to determ ne
-- how big of a problemand how nuch noney m ght be needed in
order to deal with that problem and would you be willing to put
all of our $540 mllion in cleaning up the wind industry?

MR. FERGUSON: Certainly not. | nmean | can't imagine
that it's anything like that kind of scale. Lord, |I certainly
hope not .

COWM SSI ONER SHARPLESS: If it was a relatively big
scal e, though, how woul d we nmake a determ nati on of how to best
spend that noney if it took half the noney or a quarter of the
noney?

MR. FERGUSON: If we were even in that kind of
bal | park, then we've got maj or probl ens.

COMM SSI ONER SHARPLESS: Then we' ve got naj or
probl ens.

MR. FERGUSON: W shoul d maybe have an entirely
different discussion in this proceeding about how to give away --
| can't imagine in ny wildest dreans it's that big of a problem

COMM SSI ONER SHARPLESS: Ckay. And, M. Ferguson,
the last question is: Can you cite ne sonmewhere in 1890 an 1890

provision that allows noneys to be spent for this purpose?



MR. FERGUSON: Vell, | don't have ny copy of the bill,
but it did talk about the benefits to California of continued
operation of existing projects. And to ny mnd, you don't have
t hose benefits unless you are addressing, you fix the problens
that they have, the environmental problens that they have.

COMM SSI ONER SHARPLESS: Wiere do you divide the line
between the responsibility of the industry to fix those probl ens
and the responsibility of the public purpose noneys to carry out
the directive that we are trying to attenpt to nmake a renewabl e
i ndustry sustai nabl e and conpetitive?

MR. FERGUSON: That's an excel l ent question. And as
said at the beginning, there are those who would just say, "This
is an industry problem The industry should deal with it. And
t hey shoul dn't get another penny fromthe public until they do."

My own approach is that | think we're going to have nore
success addressing these problens if we have this sort of industry
and public cooperation at least to initially find out what the
probl ens are.

But | think the industry does need sone help to address
these problens. And we're prepared to give themour assistance in
this, but it is an excellent question. And | don't know the
answer .

PRESI DI NG COVM SSI ONER MOORE: Thank you, Jan.

COMM SSI ONER SHARPLESS: Thank you, M. Ferguson.



MR. ALVAREZ: M. Ferguson, | have just one question.

If we were to pursue this scoping study that you
di scussed, and | guess | would see a demarcation once that
anal ysis is conpl eted between projects that may qualify for
funding and projects that may not qualify for funding based on
t hat reconnai ssance?

MR. FERGUSON: That is not ny thinking now. | suppose
if it turns out that there's some sort of egregious problemfrom
certain projects that that nmay energe. | don't expect that to be
the result.

I think we're really just |ooking for sone funds to help
sol ve these problens in a cooperative way.

MR. ALVAREZ: Thank you.

PRESI DI NG COMM SSI ONER MOORE: Mar wan.

MR. MASRI : | guess to follow ng up on that question
Rich. Are sone of these problens related to operation of the
projects or they' re independent of whether the project operates or
not, erosion, for exanple? Wiuatever problens you' re | ooking at,

are any of themrelated to continued operation of these projects?

MR. FERGUSON: | don't know the answer to that one
Mar wan.

MR. MASRI : Ckay.

MR. FERGUSON: | think that's one of the questions

that needs to be answered. | nean there are sone projects out



there that are linping along. And | don't know the extent that
whet her they operate or don't operate how t he probl ens change. So
| don't know.

MR. MASRI : Wiat | nmean is if we are sonehow able to
take into account externalities of all the projects, not just
wind, the reason I'"'masking if this is related to operation,
because if it's not, it's not really the externality of the w nd
systemrunning but of it's being built, and therefore is it sort
of a sunk externality cost, if you wll.

And | think if you' re not -- maybe you can address that
in the study that you are tal king about.

And the other question is: Do you envision that the cost
of the noney that you will be requesting cone out of the w nd
share, if you will, when the allocation is done, or cones off the
top where all industries contribute to this? And that al so
rel ates to Conm ssioner Sharpl ess' question of “Wy w nd?”

Should they all contribute to that or is it just a wi nd probl en?

MR. FERGUSON: Wl l, again, | guess |I'mnot prepared
totry to answer that question right now W were very encouraged
that there may be sone ot her sources of funding which would not
interfere with whatever cones out of your recommendati ons.

There was sone indication that there may be sone PVA
nmoney avail able for this.

Again, | sort of hesitate to try to answer any of these



guestions until sonebody goes out and takes an inpartial |ook and
gets sone sort of assessnent of what's there.

PRESI DI NG COVMM SSI ONER MOORE: You'll flesh this out
in your letter to us. And you can see the range of questions that
you raise, just by the issue.

MR. FERGUSON: | guess ny response is rather than to
try to answer those questions now, since they're all good
gquestions, is to first let's try to find out what the problens are
and aren't.

PRESI DI NG COMM SSI ONER MOORE: Yeah. |'m saying ny
poi nt badly. That what |I'msaying is that the kind of questions
that are raised should, it seens to ne, drive sone of the detai
in your letter about what you expect a study to do and the
framework in which it would get established.

In other words, to just say “W ought to do a study,” and
leave it fairly open, is likely not to get, in the end when we
start noving pretty fast enough not to get the positive response
you' d like to get, the nore detail you put into it and the nore
you can antici pate where such a study ought to go, the nore likely
success you' re going to have.

MR. FERGUSON: Il will gorewite the draft.

PRESI DI NG COVM SSI ONER MOORE: Thank you.

| think, in fairness, let nme turn to Nancy Rader, who had

a card in.



MS. SHAPI RO: No, no. It was for Hap. She gave it,
but it's Hap's nane.

PRESI DI NG COMM SSI ONER MOORE: Ch, I"'msorry. Nancy
gave us Hap Boyd's card.

MR. BOYD: Thank you. |'m Robert Boyd with Zon
Corporation. W're a w nd devel opnment conpany, we al so
manuf acture wi nd turbines, out of Tehachapi, California.

Rich and | have discussed this. | guess | look at a
little differently than he does.

Nurmber one, all these projects were permtted by
counties. Al aneda County, for exanple, has a five-year revi ew
process where each devel oper has to report the status of their
project. And at that tine they can change conditions or they can
shut a project dowmn and ask it to be renoved.

That County al so has a fund that devel opers have put
noney into to renove derelict turbines. So if they want to cal
on that, they can.

| can't address the other two counties' ordinances right
now because |I'mnot that famliar wth them Kern County or
Riverside. But | would assune there are simlar enforcenent
provisions. And what | don't understand is if sonebody has a
problemw th projects in a particular county, why they haven't
gone to the county and discussed it with them

Al so, the CEC collects records of production on a



gquarterly basis of every project in California. And it seens to
me that this is a good way of |ooking at them and seei ng what
t hey' re doi ng.

| agree that there are sone problens out there, sone
probl ens that should be addressed. But I'mnot sure that getting
the state involved is the proper way to do it. | think that the
counties have the enforcenent authority, and that we ought to
start where that authority Ilies.

Thank you.

PRESI DI NG COVMM SSI ONER MOORE: Thank you.

Wiile trying to stay on the -- as long as we're on w nd,
et me then turn back to Nancy and ask you to come up. You' ve got

coments on he renewabl e presentation

Nancy Rader
MR. JUDD: Conm ssi oner Mbore, as you can see, |'m not
Nancy Rader

Nancy and nyself and TomH nrichs, if he's arrived yet
out of the fog of Burbank, jointly would Iike to present the
status and proposal for the renewabl e industry.

PRESI DI NG COVM SSI ONER MOORE: Are you ready right
now or do you want ne to wait?

MR. JUDD: Wul d you mnd deferring on our itemunti
maybe a quarter after 11:00? W'Il see if Tomgets here.

PRESI DI NG COMM SSI ONER MOORE: Al right



MR. JUDD: He was at Burbank Airport and he was stuck
in the fog.

W are ready to present, though, if he does not arrive.

PRESI DI NG COVMM SSI ONER MOORE: Sur e.

MR. JUDD: But maybe give hima couple of mnutes here.

PRESI DI NG COMM SSI ONER MOORE:  Happy to do it.

MR. JUDD: Thanks.

PRESI DI NG COVMM SSI ONER MOORE: Ckay. Don Aitken,
you' re down twice. And you' ve got a proposal, a funding proposa
for solar?

DR. Al TKEN: | have a sol ar proposing fundi ng now and
then a certification consensus --

PRESI DI NG COVM SSI ONER MOORE: Cone on up.

DR. Al TKEN: W' re continuing to identify ourselves for
the record, as we do. |'mDonald Aitken, Senior Scientist, for
t he Union of Concerned Scientists.

W submtted support in the expectation that we will be
participating in the industry coalition presentation that you just
had and didn't have, but will have pretty soon. So we screwed up
the order just very so slightly hire, but it's not going to cause
a problem

The background of these comments is that the proposal
that will be presented to you by Bob Judd and his col | eagues wil |

represent three of the four major industries: Bionmass, geothernal



and wind. And the solar electric technol ogies are not in that
pr oposal .

There's no sol ar conponent in that because the industry
determ ned funding levels to maintain commercial viability and to
nmeans the ains of AB 1890 add up to nore than a hundred percent of
the funds that are being considered to be distributed anong the
industries. This is just a built-in hazard, | nust say, w th what
we call systens-benefit charge.

And peopl e have been telling us at the NARUC neetings the
| ast couple of days that it's likely that we have a
systens-benefit charge instead of a renewable portfolio standard
because it's so nuch easier. And take a | ook at what happens when
you have a pot noney and you turn in the industries | oose to see
how that pot is going to be divide up.

Anyway, the absence of solar disturbs nme. |'m aware of
the coalition being put together by the solar industries
t hensel ves. |'maware of the nunbers that they are asking for,
and that they will put in. | had expected themto put in today.
And aware that those nunbers don't add up

So the question is: Can you have a coalition of all four
of those industries and still have it work within the intent of AB
1890. And | believe it can. And |I've consequently witten ny
testi nony focused on the solar technologies in a way that shows

that | think that it can.



And 1'"mnot going to take the time to reread, but for the
interest of the group here, I'mjust going to do a quick sumary
of the high points here. You have the witten version and a bunch
of you do, too. | had it handed out outside.

The task is clearly to naximze the prior benefits that
are comng fromprior investnents that we have in the state. So
there's a strong incentive and need to focus on existing capacity
and to suppl enent existing capacity with new applications of those
technol ogi es that can continue to drive the cost down of the
exi sting capacities.

But we also believe that it's the clear intent of AB 1890
to provide stimulus to enmergi ng technol ogies that could profit the
greatest in this very short anount of tine with relatively few
funds. And that can hel p skew the allocation of the funding
toward the ones with potentially the greatest bang for the buck --
an expression | hate, but I have yet to find another one that
works quite as well on that.

And, finally, we're taking note of the explicit
requirenments for the protection of benefits that are external to
energy and capacity.

And we put all of these together in a framework. And
what | did is | analyzed four of the solar electric technol ogies:
Phot ovol tai cs, parabolic troughs, solar thermal electric

generation, Dish Stirling solar thermal electric generation, and



solar central receiver thermal electric generation, in |ight of
this framework of what | felt was the need to nmake the nost
productive use of the allocations in AB 1890, and cutting to the
concl usions that we came up wth.

VW believe that if a hundred mllion dollars or so, which
is around 18 percent, fromthe renewabl e energy technol ogy support
of AB 1890, can be supplenented by 50 mllion fromthe energy
efficiency and conservation allocations in support of the DSM
appl i cations of building-nmounted PV, if we can do that cross-over
and if we can then judiciously use sone of the R& funds for two
of the technologies that we feel are still not in the
commerci al | y-energi ng category, we believe that a viable solar
t echnol ogy conmponent can be introduced, can be sustai ned and can
be support ed.

W are aware of serious work being done by the
phot ovol tai cs coll aboration that's |eading to a proposal, a
commerci al i zati on proposal of the order of a hundred mllion
dollars. W are in support of that. That is a very clear
commercialization path that it's on. It |ooks just |ike the Mdel
T did and just |ike the commercialization path for conputers and
SO on.

And it can be projected reliably to real market opening
conditions within this four-year tine span.

But the question is whether the full hundred mllion



shoul d conme out of this. And our response is that we don't think
Californiais really going to have to go it alone in the
commercialization of PV. W don't think this particular funding
opportunity is going to have to or should have to carry it al one,
as well.

And so our support for the PV coalition proposal is
tenpered by saying that we believe the funding needs to cone from
mul tiple directions.

And that opens up the possibility of making the rest
work. That would be for the new or applicable to the new
appl i cati ons.

For the existing applications, we focused on sol ar
parabolic trough. And recommended that it's possibly going to
need close to $50 mllion to keep themviable, but we argue that
t he present technology that they have really can't achieve nmajor
cost reduction. And so it's a curious technol ogy whereby they
were cut short fromthe devel opnent of the LS-4, the devel opnent
of the next stage.

And in order to achieve cost reductions, they have to go
t hrough a new stage of reach and devel opnent, really, for itens
t hat have not yet been built. And yet we believe that we have 354
megawatts of the solar thernmal electric generation here that's
maki ng good use of prior investnents and is inportant for existing

capital



When you add those together you get a $150 mllion of
whi ch we're proposing 50 mllion come in fromother quarters,
whi ch reduces to a hundred mllion dollars or so for this
particul ar area that we're speaking of here, which is around 18
percent or so. And we believe that while that would be a bottom
figure, 20 percent or so mght be alittle bit better, we think it
coul d wor k.

| want to finally say that I'min agreenent with the view
that if possibly as small as $10 million or as little as $10
mllion could be advanced to Dish Stirling, that we m ght see a
remarkably fast junpstarting of that very high efficiency
technol ogy during this period. And we would certainly be in favor
of finding $10 million fromwithin this hundred mllion, if that
can be worked out, or otherwise fromthe other technol ogies for
t hat .

For solar central receiver, we really believe that we're
still |ooking at denonstration projects and that there's nothing
that could be done in the next four years with such a snmall anount
of noney in such a short tinme that can drive that technol ogy down
to commercialization values. And we don't believe that it's going
to be subject to applications in the state anyway.

So what we've done is we've put nunbers together here.

W feel that this analysis and these nunbers are sufficient to

enabl e us to cone in on Novenber 26th as a party to the industry



coalition, where we are unauthorized representatives of the sol ar
i ndustry.

Now we woul d hope that at |east the najor segnment of the
solar industry would cone in on this by then, but we don't know.
But if the solar industries do submt their own proposal, we think
it's inmportant to have this counter-coalition proposal before you
that shows that we think it can represent all four industries.
That's why we did that work.

PRESI DI NG COVMM SSI ONER MOORE: Don, let nme take you
back to your very early remarks in this where you said that you
could use the hundred mllion dollars out of the funds that we're
recommendi ng on, and --

DR. Al TKEN: Qut of the 540 or 465, no one really quite
knows what it's going to be.

PRESI DI NG COVMM SSI ONER MOORE: Qut of the 540,
what ever the nunber finally turns out to be, and you need a
cross-over fromthe conservation funds and a cross-over fromthe
R&D funds. Two questions on that.

One, what's the nagnitude of the cross-over that you
think is really necessary?

And, two, if that crossover's not forthcomng, are you
adequate at a hundred mllion given the argunents that you're
maki ng, or would then that hundred mllion have to becone sone

ot her nunber to conpensate for the lack of the third leg on this



stool, if you will?

DR. Al TKEN: I would like to have stood before you and
be asking for a 160 to a 170, which is in excess of 25 percent.
The nunerical conclusions were that it just ain't there, or if it
is there, it comes out of the carefully considered proposals by
the other three industries.

And our perspective on this is we really respect the
ability of the industries thenselves to determne what's the bare
bones | evels by which we can renain viable. And we're not
prepared to chal |l enge the nunerical anal yses of the other three
i ndustri es.

To go to your question, we are really in favor of the
phot ovol tai c commercialization plan at roughly a hundred mllion
dol I ar I evel, which suggests that we are proposing that $50
mllion toward that would cone out of the 872 mllion in the
conservation and efficiency. And that it would be appropriate,
because it is a profound DSM and peaki ng reduction as well as an
environnental protection technology. So there is the answer to
t hat one.

And the R&D funds, we believe, should be applied, sone
portion of the public goods R& funds, to carrying both sol ar
central receiver, or helping to carry solar central receiver and
Dish Stirling to a next stage of denonstration or a next stage of

t echnol ogy devel opnent .



And | think on the order of $10 mllion or so out of the
62 and a half mllion per year, which is really over 200 total,
for the R&D, m ght be sufficient for that.

Now your question is if they're not forthcom ng, what do
we do, | guess. How do we trade. Again, I'mnot playing God for
the solar industries on this.

If the efficiency people refuse to accept the DSM val ue
of PV and no funds are to cross over, they are going to be sone
very hard choices that are going to have to be nmade, in ny
presentation especially between solar thermal electric parabolic
trough and the PV commerci alization plan.

But as | said, | do see novenent in PV in other areas of
the country. | point out in ny testinony we have renewabl e
portfolio standards for solar only, having been introduced in
Arizona, and a renewabl e portfolio standard have been introduced
just now in New Mexico, states with very high solar insulation.

And we can expect market stinulus from nearby states which woul d

hel p us.

PRESI DI NG COVM SSI ONER MOORE: Jan.

COMM SSI ONER SHARPLESS: Yes. Thank you.

VWll, Don, | have a |lot of questions, but I"'mnot quite
sure what to ask you. It seens to ne that what you focused on is

not necessarily an allocation nmechanismor sone of the other

detailed issues that I'minclined to ask you.



But what your testinony basically is today you' ve done an
eval uati on of what you consider in this very specialized area what
a dollar need mght be. That of course raises the question that
goes back to the detail.

You nust have come up with the dollar detail by having
sone idea of how the noney woul d be spent.

DR. Al TKEN: | do.

COWM SSI ONER SHARPLESS: | apologize. | haven't read
your proposal, so | --

DR. Al TKEN: Ckay. |'ve given you the nunbers
al ready --

COWM SSI ONER SHARPLESS: Yeah. | know what the

nunbers are.

DR. Al TKEN: -- to the extent they're nunbers, yeah.
COMM SSI ONER SHARPLESS: | don't know what you're
going to spend it on. | nmean | know you're going to spend it on

PV. But | don't know --
DR. Al TKEN: Vell --
COMM SSI ONER SHARPLESS: Ri ght ?
DR. Al TKEN: Yeah.
COMM SSI ONER SHARPLESS: But | don't know what about

PV you're going to spend it on. It sounds |ike existing
t echnol ogi es.

DR. Al TKEN: No, no, no. Not for PV, not at all for



PV.

PV has a commercialization plan which really is |eaning
on new funding that will be proposed.

| am not authorized to stand here and make the
presentati ons on behal f of each of the individual solar
technologies. | ampart of the PV group. | ampart of that group
that's been nmaking the decisions and putting the anal ysis together
that will be presented --

COMM SSI ONER SHARPLESS: So --

DR. Al TKEN: -- to this group. And that will have the
particul ar nunbers.

It is ny understandi ng that each of the solar
technol ogies will be presenting --

COMM SSI ONER SHARPLESS: Ri ght.

DR. Al TKEN: -- the particular nunbers to you.

My concl usi on, however, is the sumtotal of those nunbers
is going to be nore than you' ve got. And then the question is
what do you do with it.

And | sinply said, "Look, | believe if you step back and
| ook at the intent of AB 1890 and the best way to spend these
funds, | think it can work."

And |"mtrying to provide you with a franework on which
to anal yze those details.

COMM SSI ONER SHARPLESS: Vell, that's the problemI|'m



having. |'mnot sure what --

DR. Al TKEN: |"msorry.
COWM SSI ONER SHARPLESS: |"ve got the end result.
|'ve got a dollar amount. |'mnot sure about the franework. |

don't know how you got to the anmount of noney that you're

suggesting mght be the | evel, the bare bones |evel, the 18

percent that you would recomend the Committee consider. | don't
know how you got there. | don't --
DR. Al TKEN: I can help you with that.

COMM SSI ONER SHARPLESS: Ch, good.

DR. Al TKEN: The hundred mllion for PVis a figure
that has been before the PV group. | don't know the final figure
that wll be presented, but it was a working nunber, as recently
as a week ago, that | subscribed to, that | believed in. So
that's where it cane from |t was a broad coalition of the PV
i ndustry. That was the day after our --

PRESI DI NG COVM SSI ONER MOORE: Don, let nme try
sonmething for alittle bit. Let nme see if |I can slide in behind
Jan.

COMM SSI ONER SHARPLESS: Everybody wants to hel p ne.
So go ahead, M chal.

DR. Al TKEN: | think | can give you, because | have
nunbers --

PRESI DI NG COMM SSI ONER MOORE: Hang on. If you said



you had a hundred mllion dollars and you said $25 mllion was
going to get spent on new hardware and $30 million dollars was
going to get spent on new silicate designs for wafering, and then
10 nore mllion was going to be put into the arena of new film

t echnol ogy, --

DR. Al TKEN: | under st and.

PRESI DI NG COVMM SSI ONER MOORE: -- etcetera. | think
what Jan's | ooking for is a macro breakdown. You've got a hundred
mllion dollars. |Is it going into hardware. |Is it going into
people. 1Is it going into software that |ashes themup in peak
| oad with circunstance --

DR. Al TKEN: | understand the question. And actually
for PV 1 know the answer, but |I'm not making the presentation on
behal f of the PV folk. [I'mfeeling awkward about giving out the
nunbers that will be appearing in other presentations.

In the case of PV, you will see a serious attenpt to
conbi ne strategies with sone custoner incentives and sone
incentives to the industry -- these are each different anmounts --
to try to drive the volunme of sales. And the focus on PVis a
commerci al i zation plan that focuses on volune of sales rather than
t he technol ogy devel opnent per se. That's why it's a
commerci al i zati on pl an

In the case of the parabolic trough, | amaware that they

had determ ned that they woul d need approximately 10 percent of



the 540 mllion, or 54 mllion. And the figure that | believe we
could get out of this is very close to that, so that's where that
nunber came from

And that's entirely for existing. So breaking it down
bet ween exi sting and new, |'mabout 50 mllion existing and a
hundred mllion new But 50 mllion of the newis going to need
to cone fromother directions. And that's how |I'm proposing --

COMM SSI ONER SHARPLESS: Can you be nore specific
about other directions? Qher --

DR. Al TKEN: The efficiency, the 872 mllion for
efficiency and conservation --

COMM SSI ONER SHARPLESS: Ch, you're tal king about
revenue streans then.

DR. Al TKEN: I"mtal king strictly about revenue
streans. And | repeat, I"'maware of a |lot nore nunbers than I'm
even saying right now There's been a great deal said in
confi dence. There have been tel ephone calls, faxes all over the
pl ace.

I amunconfortable presenting nunbers that are still in
negoti ati on anong the industries thenselves at the | evel of detail
you' re asking for.

PRESI DI NG COMM SSI ONER MOORE: Vell, let's relieve
you of that responsibility, because we know others will be com ng

up with it.



And you want us to stay on the --

COMM SSI ONER SHARPLESS: Ri ght.

PRESI DI NG COVMM SSI ONER MOORE: -- plane of the
structure.

COWM SSI ONER SHARPLESS: So given that, tell nme again
what you're bottomline is, Don.

DR. Al TKEN: | believe the bottomline is that if the
industry proposal that will be presented to you by bionass,
geot hermal and wi nd conmes in having focused on, let's say, 81
percent of the total funding avail able, and recomendi ng of the
order of 18 percent left over for solar and possibly one percent
for other. |If such a proposal were to cone in, we, the Union of
Concerned Scientists, could subscribe to that in the belief that
that could al so support a viable solar technol ogy conponent. It
could truly represent all four of them

And we are prepared to join that coalition under that
condition. And it's not a matter of disagreenent or dissent at
all right now It's a matter of just working out the details.

I thought it was really inportant to put before you that
we believe that framework can work.

And you recall last week |'ve said, and |'ve said before,
the 540 mllion is a fantasy nunber anyway. It's designed not to
wor k according to any of the criteria that we're dealing with. So

we're trying to squeeze toothpaste back into the bottle.



But 1'm not prepared to support a circunstance whereby if
a coalition of three of the technol ogies cone in and indicate
here's the specific funding | evels they need for a specific
t echnol ogy advancenents or applications, and then a fourth solar
cones in, and here they are and you add themall up, and they're
consi derably over a hundred percent, |'mnot prepared for you to
concl ude then we can't do them And I'mnot prepared to have you
folks arbitrarily cut 10 percent out of each to nmake them work,
because | don't think that's the right way to do it.

I think it has to respect the best expenditure of the
funds within the technol ogi es, which neans respecting the
t echnol ogi es thensel ves, the abilities to say, "This is our bottom
[ine.™

I hope |I'm being clear.

COMM SSI ONER SHARPLESS: Vell, it's alnost as though
| shouldn't be asking you these questions. Perhaps | ought to be
aski ng these questions of the folks who are putting the solar PV
proposals forward | ater today or soon

PRESI DI NG COVM SSI ONER MOORE: Soon.

DR. Al TKEN: | believe it will be appropriate for you
to query themon whether their proposals can work in this kind of
franmework that were put in front of you. Because if it adds up
too much or if you just sit there after today -- well, it won't be

today. You're not getting all your nunbers today. You're going



to get themon the 26th, unfortunately.

If you sit there on the 26th and add themall up, there
you are, nore than a hundred percent, and you' re going to have to
start asking hard questi ons.

And you are correct. They are the ones you shoul d ask
t he questions of.

PRESI DI NG COVMM SSI ONER MOORE: Thank you, Don.

V'l be --

MR. ALVAREZ: M chal, | have a couple of questions.

PRESI DI NG COVMM SSI ONER MOORE: Yes.

MR. ALVAREZ: Don, can | ask you --

DR. Al TKEN: Yeah.

MR. ALVAREZ: -- a couple of questions because | just
want to get sone clarification and perhaps sone opinion fromyou
about how you see this intersection here between the renewabl e,

t he energi ng technol ogi es and the Energy Comm ssion's R&D
activity.

DR. Al TKEN: Yes.

MR. ALVAREZ: | guess as | read that portion of the
| egislation, |I see a conduit between those two, some concl usion
com ng out of R&D before the energi ng renewabl e technol ogy
actually receives funding. Do you also see it that way or do you
see anot her kind of rel ationship?

DR. Al TKEN: Absol utely, absolutely. Yes. And I'm



also a party to the R&D workshops and was in the R& wor ki ng group
for the PUC

There's a strong connection between there that will have
to be defined, but there's not going to be a nmajor flow of funds
fromR& that really conmercially junpstarts these things. There
will be a trickle of funds that nmay nake an i nportant
denonstration project and help attract investnent funds as a
result. But | don't see a strong -- R& as a strong source of
funds for the real commercialization

W' re tal king about real commercialization: Reduction of
cost four years fromnow, or 2002. Here we are, guys. And there
are new market sectors that are open. W can really go after them
wi t hout assistance. And that's why we need to concentrate on
t hose, those commerci al i zation pl ans.

PRESI DI NG COMM SSI ONER MOORE: Jan.

COWMWM SSI ONER SHARPLESS: Yeah. | --

MR. ALVAREZ: Ckay. | have one nore.

PRESI DI NG COMM SSI ONER MOORE: I'"msorry.

MR. ALVAREZ: The other itemcane up | guess as part of
a definition discussion in our first hearing, the definition of
energing, and this issue of significant comercial potential. And
| guess |'mlooking for what hurdle do you cross to determ ne
significant conmercial potential, as you' re working in the

energi ng technol ogy category.



DR. Al TKEN: Wll, PV has a very well defined target
that will be presented. And if the PV folk will forgive ne for
gi ving one nore nunber here, the $3 per watt, installed watt has
been a magi ¢ nunber that the industry has been driving toward
consi stently now for several years with major help from SMJID, but
al so exports and ot her things.

What happens at the $3-per-installed-watt figure, and |
knowit's difficult for you guys to use that instead of
cents-per-kilowatt hour, but it opens up a market that could be as
low as 8 cents per kilowatt hour retail level for PV on
roof -nounted systens. And it opens up a nmarket that has been
estimated to be several thousand negawatts for T&D, or
transm ssion distribution grid support applications that are fully
viabl e at that |evel.

And so a PV commercialization plan that targets that
speci fic nunber and that says this is how w're going to get there
and this is what it takes, truly opens up orders of magnitude
| arger market than it now has.

MR. ALVAREZ: kay. Thank you.

PRESI DI NG COVM SSI ONER MOORE: Jan.

COMM SSI ONER SHARPLESS: Yes. | failed to ask you.
When you were identifying your revenue stream sources, the 1890
fund -- and, excuse ne, the renewabl e fund and the energy

efficiency fund, you failed to nention the funds that woul d be



com ng fromthe municipalities.

Did you see themas too difficult to work with, too
spread out, not a good source of funding for the project, or what?
It's not a concrete nunber?

DR. Al TKEN: None of the above. Did not assune the
munis. And that's actually a very good question because the ful
expectation is the munis will be in there with a systens-benefit
charge that was set according to criteria that are actually in the
bill. There will be funds comng in fromthem

I don't know as | stand here how they're going to be
di stributed anong these categori es.

If additional funds were to conme into the renewabl es from
muni s, and we have -- | forget the nunber, muni folk have to tel
me, at |east 20 percent, maybe 30 percent of California electric
is munis, that could be a very significant addition. And could
allow for the higher funding |levels that | believe would be
appropriate, certainly in solar.

So anything that would conme in fromthe nunis woul d
suppl emrent this. In essence, |I'mgiving a worst case or an
|QUJ-only case. | did not even nention the munis in it because |
sinmply didn't know what to do with it.

PRESI DI NG COMM SSI ONER MOORE: Mar wan, have you got
somet hi ng you want to ask?

MR. MASRI : Yeah.



Don, you nentioned that $50 million for parabolic trough
could keep themviable. And the question is: For how | ong?

And this is a question that we're struggling with: How
do we determne that if you give noney to sone technology it wll
actually make it viable?

So if you explain to us what you nmean by "viable.” Only
during the tinme that it receives noney or beyond that tinme. Does
it cone fromcost reductions, opening new nmarkets or what?

DR. Al TKEN: Yeah. | wll have to confess that | have
not seen the breakdown of what was actually the $58 mllion
estimate made by the solar thermal -- parabolic trough technol ogy
and why they felt they needed to go into that particul ar anmount of
funds, and | respected that. But | do not have the breakdown and
cannot answer your question.

It's a good one, though. It's clearly focused on the
exi sting technol ogy.

| do comment in ny witing that | say that the existing
technology | do not see as viable unless -- and | have not brought
this up until now -- it's under conditions of hybrid application,
where there is a significant fossil fuel conponent to the hybrid
project, then that nakes a najor difference in the
cost-effectiveness of the existing solar thermal electric
t echnol ogy.

And it's not clear to ne that that's been taken into



account in their proposal.

I"msorry. | don't know nore details about it than that.

PRESI DI NG COVMM SSI ONER MOORE: Fair enough. Thank
you, Don.

DR. Al TKEN: Ckay. Thank you.

PRESI DI NG COVMM SSI ONER MOORE: Appreciate it.

Al right. M. Judd, M. Hnrichs and Ms. Rader.

MR. JUDD: Conmi ssi oner More, Conm ssioner Shar pl ess,
ny nane is Bob Judd. | amrepresenting the California Bi onmass
Energy Alliance. And in this presentation |I'm speaking on behal f
of the American Wnd Energy Associ ation, the CGeothernal Energy
Associ ation and the Bi omass Energy Al liance.

Wiat | would like to do is give you an overvi ew of where
this industry coalition stands and the principles on which its
proposal has been built. W wll present you on the 26th with yet
a further detail ed proposal that includes a suggested all ocation
of renewabl e resource funds all ocated by AB 1890.

You have requested in prior neetings that interested
parties submt witten proposals for the inplenentation of the
provi sions of 1890. And you've encouraged parties to work
toget her to achi eve consensus where possi bl e.

In response to your request, the bionmass, geothermal and
wi nd i ndustry associ ati ons have worked together to forma conmmon

proposal. These industries together represent approximately 90



percent of California' s renewabl e energy generation and it
represents the conpanies that are responsible for that generation.

In our proposal on the 26th, we will item ze the
conpani es that are involved in support of this proposal

You should know that it represents approxi nately $6
billion in investnment in California, and it represents
approximately 3,000 negawatts of current generation in the state.

Before we respond to the extensive |ist of questions that
have been posed by the Conm ssion -- and we | ook for your gui dance
as to whether you want to hear the Q®A now or in sone other fornmat
during the course of the day, we're ready to respond to any and
all questions now-- we'd like to note that this proposal does a
reflect a serious consideration of the ideas and suggestions nmade
in workshops to date. And it does incorporate those ideas that we
believe will effectively fulfill the intent of 1890.

Wiile the parties to this proposal have commtted to the
essentially paraneters of a joint proposal, all of the details are
not yet settled, given the |arge nunber of parties and the limted
amount of tine.

VW woul d note that this is should be considered a work in
progress at this point, but in fast forward progress with a
concl usion and presentation within the com ng week.

Qur proposal ains to bring the various renewabl e rel ated

el enents of AB 1890 together into a cohesive whole that wll



successfully transition the renewabl e energy industries to a point
of market readiness in the year 2002. Consequently, it proposes a
vision that is consistent with AB 1890.

W believe that it nmeets the intent of AB 1890, that
public funds be used to support California' s existing renewabl e
resource base and encourage new devel opnent. And our proposa
will fulfill the requirenment that no | ess than 40 percent of funds
be used for existing and no | ess than 40 percent of funds be used
for new and energi ng technol ogi es.

Qur proposal recommends an efficient use of funds which
maxi m zes the generation of renewable kilowatt hours and in-state
benefits. It puts in place a permanent structure for an
aggressi ve renewabl es marketing effort directed jointly by the
renewabl e i ndustries, which have the nost to gain fromthe
successful devel opnent of custonmer markets and the nost to lose if
t hese markets are not successfully devel oped.

It allows each renewabl e i ndustry to use a portion of
avai l abl e funds to fashion a plan that is well suited to its
uni que needs and circunstances and which will position that
particular industry to survive in the post-2001 narket.

The proposal al so includes several nechani sns for
pronoting custonmer nmarkets for renewabl es, informng custoners
about effectively using their purchasi ng power and encouragi ng

power marketers to include renewable energy in their portfolios.



There are a few prem ses and principles that thread their
way t hroughout our proposal. The first is that a recognition is a
recogni tion that each renewabl e resource and technol ogy has a
uni que set of needs and circunstances, as we've di scussed before
the all-size -- one-size-fits-all renedy sinply does not fit
reality when you | ook at these various industries.

In order to develop tailored mechani sns for each resource
and technology, it is therefore necessary to first allocate funds
by resource category. And we will present that to you next week.

Al of us who have been in these extended di scussions
since the last Commttee neeting, have put forward |ucid and
sonetimes not-so-lucid argunments as to why its category deserves a
| arger share of funds than the other guy's category.

The proponents of the plan, however, recognize that
avail abl e funds are insufficient to nmeet the needs of all resource
categories. In order to forge a consensus that will allowus to
nove on, each of us has therefore entered into difficult
negotiations within our industries and with other participating
i ndustries, and have agreed to an allocation forrmula that is |ower
than what is required to neet the needs of each of our industries
but which is reflective of reality and fair to all, given the
l[imted funds.

An inportant tenet of our proposal is that California's

exi sting renewabl e resource base should be naintai ned and



i nproved. Maintaining the current renewabl e i ndustry
i nfrastructure nmakes nore econom c sense than trying to rebuild it
| ater.

The Legislature did not intend that all nechani sns
identified in AB 1890 for supporting renewabl es necessarily be
utilized. Rather, it directed the CEC to recommend the nost
appropriate nmechanisns. W wll offer to you the mechani sns that
we believe are nost appropriate for your consideration, within
each of our industry groups.

The production of renewable energy in California, as you
know, has declined in the past two years as a result of the unique
uncertainties caused by restructuring and conbi ned capacity and
short -- excuse nme, conbined capacity and short run of cost
paynments that are significantly below the utility's average cost
and are not sufficient to sustain the operation of nmany
facilities.

A significant portion of California s existing renewabl e
resource base is still at risk. In inplenmenting AB 1890 it is
therefore appropriate to place significant enphasis on protecting
t he exi sting base of renewabl es' investnent and the associ ated
industry infrastructure that acconpanies it.

Wiile AB 1890 provides for sone supportive energing
t echnol ogi es, we believe the dom nant enphasis should be on

preserving and expanding California's existing resource base,



whi ch provides direct, imediate benefits to California consuners
i ncludi ng environmental benefits, fuel diversity benefits and
| ocal econom c benefits.

Support devoted to energing technol ogi es shoul d focus on
those well along but clearly established conmercialization path
with an identified target for 2002.

Further, we believe there is the potential that a
significant market for renewabl es may be created by consuners who
wi sh to support renewabl es and their associated public benefits
with their purchasing dollars.

Qur plan includes -- our proposal includes a plan to
aggressi vely devel op that nmarket. Yet we recogni ze these narkets,
consuner response, is as yet undevel oped and will take tine to
devel op, will have high transaction costs at the front end. And
we recogni ze further there is significant uncertainty regarding
their ultimate potential .

So we wll recognize them W wll recomend devoting
funds toward them but we will also recommend that we do not
dilute the existing base, the asset base, if you will, the wealth
of California, the investnent portfolio of California in order to
take any specul ative risk on a programthat has not been built up
step by step

Gven this set of prem ses and principles, our proposa

is todo this: To allocate total funds anong the resource



categories and all ow each resource category to propose a fundi ng
nmet hod, funding allocation nethodology that suits its particul ar
needs and circunst ances.

These net hodol ogi es for different resource categories nay
include an interest-free revolving |loan fund to support new
devel opnent, custoner rebate program production incentives, other
nmet hods that you will hear fromeach of the technol ogi es groups
next week.

The second el ement of our proposal is the devel opnent of
a sel f-supporting, renewabl es-industry nmanaged certification
program and an industry-directed public education and marketi ng
program supported by a nodest anmount of AB 1890 funds.

Finally, we will propose to give all consuners the
ability to support renewables in a variety of ways, including the
use of utility bill inserts and other informational outreach
efforts.

W have provided in our witten testi nony answers to many
of the questions that were raised wth a promse that answers to
the other questions will be included in our conplete proposal next
week.

M/sel f and ny col | eagues are willing to address any
guestions you m ght have now about the overview presentation or
specific el enments of our proposal.

PRESI DI NG COMM SSI ONER MOORE: Before | open it up



to questions up here, let ne just turn to Ms. Rader, M. Hi nrichs,
and ask themfor their comments. And then we'll be able to direct
guestions to all three of you.

MS. RADER: Good norning. M name is Nancy Rader, with
the American Wnd Energy Associ ati on.

W concur with the comments of Bob Judd. I'mprepared to
go through our answers to each of the questions at this tinme. I'm
not sure if that would be a little tedious or not, but I'm
prepared to go through each of the questions and expl ain how we've
answered them

PRESI DI NG COMM SSI ONER MOORE: I've not read the
docunent that's in front of me. Does this docunent address those
answer s?

MS. RADER: Yes.

PRESI DI NG COMM SSI ONER MOORE: So | have themin
print already. | tell you what, just as a working plan, let's try
and get the testinmony up to us. And we may be able to devote just
a block of tine, read these things through at lunch. And then it
m ght be nore constructive to either ask for gaps to be anplified
as a result of that or ask for a fuller presentation.

So if you have any overview comments right now, this is
probably the tine to do them Qherw se, you can let Bob's
testinony stand and then we'll go for sone overvi ew questions.

MS. RADER: "Il do the latter. Thank you.



PRESI DI NG COVM SSI ONER MOORE: Thanks.

MR. HI NRI CHS: Tom H nrichs representing the
Geot her mal Energy Associ ati on.

And | would just like to state that the Geot hermal Energy
Association is truly desirous of this consensus devel opnent com ng
together. W have one organization of the solar thermal people
that aren't quite with us yet, but | think with sone nore tine
that | feel pretty confident that that will cone about.

I would want to say for the geothermal industry, that our
focus will basically be upon new type of devel opnent. And the
t hi ngs that Bob nentioned, of a revolving | oan programthat woul d
be interest free, where the noney cane back in, and a custoner
choi ce program are ones that we have di scussed relatively
specifically in the geothermal industry and are preparing nore
speci fic comments and i deas about that.

Qur real desire, all of us, is as we nove forward to
bring nore and nore people into the consensus. And it's going to
take a while to do that, but it's noving quickly. And | would
hope that part of that could be done today, and before we neet
next Tuesday, that we'll be much further al ong on that.

PRESI DI NG COVMM SSI ONER MOORE: Good. Bob, let ne
direct a couple of questions to you nowwith regard to your
presentation.

First of all, if |I go back to the nunbers that Don Aitken



was tal king about, do | assune that this proposal in its current
formwoul d consune about 81 percent of the available funds; is
that the nunber that was tossed out and is that accurate?

MR. JUDD: That nunber is not fully settl ed,
Comm ssi oner, but --

PRESI DI NG COVMM SSI ONER MOORE: Am Il in the right
range?

MR. JUDD: -- in the ball park.

PRESI DI NG COVMM SSI ONER MOORE: Ckay.

MR. JUDD: On that, we have, as | may have nentioned to
you, representatives of each of the industry groups have been
nmeeting intensively for two weeks on this. W are very close
anongst ourselves. W are hopeful for further dialogue with our
solar thermal friends.

And we would like to use the week between now and next
Tuesday to talk to other parties who are not generators, to make
sure that they understand and --

PRESI DI NG COVM SSI ONER MOORE: So sonehow i n
deriving the 80-percent nunber, if I"'min the ballpark, and for
our purposes today that's probably all that matters, is that we' ve
got very rough macro targets, you in your owmn mnd are allocating
a fifth, roughly to the solar industry? You had sone --

MR. JUDD: To --

PRESI DI NG COMM SSI ONER MOORE: -- construction in



your mind that their needs woul d be accommodated by that, I'm
assumng. And did you anticipate the kind of framework that Dr.
A tken devel oped, that would pull funds in a cross-over from
conservation or from R&D?

MR. JUDD: W did not anticipate Dr. Atken's comrents,
al t hough they seem sensi bl e.

One of the ongoing, unresolved discussions in our group
is the appropriate recommended all ocation |evel for the various
types of solar technol ogi es and ot her energi ng technol ogi es.

PRESI DI NG COMM SSI ONER MOORE: VW heard sonet hi ng
earlier fromthe Sierra G ub about the need for an environnenta
analysis of all of this. I'mnot going to put you on the spot
about whether it's a good thing or a bad thing. Just to ask: 1Is
there or was there in your discussions a conponent that was
directed toward ongoing mtigation analysis or eval uation of
envi ronnental factors?

MR. JUDD: There has not been a discussion about that
anongst the industry groups.

| believe the presunption is that for the |arge
proportion of the participants in here in production facilities,
that sone of the issues raised by Dr. Ferguson woul d represent
inefficiencies that woul d nmake them | ess conpetitive. And they
woul d therefore be conpelled internally to renedy those

si tuati ons.



This is the first we've heard of that. And |I'mnot sure
that the premse that there are significant problens within the
wi nd industry or any of the others is founded as nmuch on fact as
it is on anecdote.

PRESI DI NG COVMM SSI ONER MOORE: Then, lastly, at
| east for right this mnute, you suggest that there would be an
i ndustry sponsored group that would view t he ongoi ng anal ysis of
certification.

MR. JUDD: Yes.

PRESI DI NG COVMM SSI ONER MOORE: And what | guess |
envision is the idea of 501(c)(3), l|ike some nonprofit group, that
woul d have directors drawn from across industry, perhaps
government as wel | ?

MR. JUDD: Yes. W, | think in our broader testinony,
we didn't get as specific as a 501(c)(3), but that's what we have
in mnd. And we also had in mnd oversight and partici pation by
t he Energy Conm ssion and perhaps other appropriate state agencies
on that.

PRESI DI NG COVM SSI ONER MOORE: Vell, that's in
preference to having this Commttee, for instance, just to use an
exanpl e, be the ongoi ng nmachi ne that does renewabl e -- renew ng of
certificates?

MR. JUDD: That is our recommendation at this tine, but

we woul d certainly discuss the appropriate role that you felt was



appropriate for the Energy Conmm ssion in this.

PRESI DI NG COVMM SSI ONER MOORE: Ckay. Jan.

COWM SSI ONER SHARPLESS: Yes. Bob, | guess ny
guestions I'mgoing to give today -- and maybe they' || make an
i npact for what we get on the 26th.

If the groups involved are still discussing parts of the
proposal, | think one question that's going to be essential for
this Commttee to deci de whether or not the anmounts neet the
criteria of the aw or how you canme up, in the first place, with
t he breakout to the various industrial -- or technol ogy groups.

And | don't know what information you intend to provide
to the Conmmttee, but | think your comrents indicated that the
amounts are |l ess than you think the industry would need in order
to be totally fill-in-the-blank, viable? conpetitive? Wat word
woul d you use? O did you just stop at "need"?

MR. JUDD: | don't think | use the word "viable." [|'m
alittle careful wth that word.

COWM SSI ONER SHARPLESS: What word woul d you use?

MR. JUDD: | would clarify it by saying that the funds
that will be available through this 1890 all ocati on have benefit
to the industries conditioned upon other conditions, under current
conditions with a | ow SRAC and | ow gas prices, the need is higher
| f SRAC were to go up, the funds could be distributed in such --

in adifferent allocation.



COWM SSI ONER SHARPLESS: But aren't we dealing with
this situation in the next four years, where SRACis going to
continue to -- or at |east natural gas prices are going to
continue to be |ow and drive those prices?

MR. JUDD: W just don't know.

COMM SSI ONER SHARPLESS: So | guess | get back to the
guestion of how do you determ ne how nmuch noney needs to go to
what technol ogy, and what is the basis on which you nade those
decisions. And the information that you provide the Conmttee, |
think, will be very inportant and useful to determ ne whether or
not we think we're close to the nark.

Do you agree, M chal ?

PRESI DI NG COVM SSI ONER MOORE: I think that's right.
W won't know the answer to that, of course, until you cone back

MR. JUDD: R ght.

PRESI DI NG COVM SSI ONER MOORE: Can | just take off
on the edge of Jan's question that -- and |'mnot sure that you
canme back on -- and that is were you saying that there were sone
i ndustries in this that would be not brought up to funding |evels
but would survive, they were still viable? W're back to the
triage that we tal ked about.

And sone that they weren't going to cone back up to
funding levels, and they sinply weren't going to survive. There

wi |l be nonsurvivors in the process?



MR. JUDD: The target of the proposal that we put
forward to you for the bi onass, geothernmal and wi nd energy
industries is to bring themto market readi ness in 2002.

PRESI DI NG COVMM SSI ONER MOORE: They're all
survivors?

MR. JUDD: The is our objective.

PRESI DI NG COVMM SSI ONER MOORE: Every nenber, every
pl ayer in each one of the conmponent pieces is a survivor?

MR. JUDD: No, -- well. No, no. That is couched the
W ong way.

There will be conpetition anmong these facilities to
denonstrate that they can remain viable at a market condition.

In our industry, for instance, it's incunbent upon us in
working with the Energy Comm ssion and Cal/EPA to deal with this
fuel problemthat we have. W have a cost problem And it is
i ncunbent on us to get there. |If we can't solve that problem
which we do intend to solve the viability of some of our bionass
pl ants, remains a question.

PRESI DI NG COMM SSI ONER MOORE: Coul d we just stay
with that for a second?

If we assune that this Conmttee, this Comm ssion, were
absolutely conmtted to biomass and to solving the fuel cost
problem and for argunent we said, "You know, the answer to this

is a county tipping fee, a county-based tipping fee. And it ought



to be mandated" -- I'mnot trying to put this illustration in the
position of going for -- against hone rule.

But let's just say that for argunment they say, "You know,

this is a case where statew de presence ought to be felt.” So we
i npose a countyw de -- county-based tipping fee, or we attenpt to,
and it fails. It fails in the legislative process. But we built

part of the allocation in this agreenent that you're just putting
to us, we built part of that on the idea that this is a good idea,
but it needs an external event that we'll support but we can't
control in order to make it viable.

What would we do then? How would we -- here's an
industry that we've commtted to, believe in, but we failed to get
the external support that we needed, through no fault of our own.
What do we do now?

MR. JUDD: The question of the nethod for shifting the
fuel cost is one that we deal with quite alot wth as well. W
bel i eve there may be the need for different mechani sns for
different sectors that supply fuel to us. And we expect themto
come out during the course of the activities over the next six
months with the Cal/EPA study and in colleague -- it's a problem
we do have to resol ve.

For the biomass industry, absent the cost of fuel in our
i ndustry, the biomass is very nuch |ike the wind industry and the

geothermal industry in its cost basis.



PRESI DI NG COVM SSI ONER MOORE: Vell, Bob, let's just
t hi nk the unthinkable here for a second. And that is we go down
that road, and six nonths fromnow we've allocated a set of funds
as a portion of a broad agreenent directed towards bi omass. And
none of the Cal/EPA efforts, none of our best legislative efforts
cone to fruition. W just failed. The industry, given a
projection of costs and revenues, can't nmake it.

What woul d we do? Would we conme back and say we gave it
our best shot and we need to reallocate those funds now? O would
we sinply leave themwi th the decision that we've nmade? Wuld we
revisit it, reluctantly, but would we revisit it?

MR. JUDD: W& woul d possibly revisit it.

There is a significant tension in that question, because
when you consi der specifically the biomass industry and the
guestion of “If we don't get a nethod, what happens to it?” it's
not only the power plants you' re tal king about, but it's the
externalities and it's the new costs that would be transferred to
society if this outlet weren't there.

So we are hopeful, as we believe the admnistration is,
that we can find a nmechanism W' re banking on finding a
mechani sm because it is the right public policy choice to find a
mechani sm

PRESI DI NG COVM SSI ONER MOORE: Ckay. You've the

| eft the second part of ny question unanswered, and | understand



that you have. But you understand that when we go through and we
finally devise a schene, that's going to be on our mnd, the back
end. And what do we do if sonething that depends on a
cross-subsidy, has the potential to fail, we have to ask oursel ves
the question of what would we do if it did. W're going to have
to build that into our report.

So what a trenendous effort you guys have nmade. That's
very inpressive.

MR. JUDD: Thank you.

PRESI DI NG COMM SSI ONER MOORE: And | | ook forward to
seei ng your nunbers on the 26th.

Now wi Il we see anything in the interin? WII we see
projections or are we just going to wait another week and we'll
see it in one |unmp?

MR. JUDD: | believe on the 26th is when you may see
it. W're neeting with other interested parties to this
di scussion in the interim

I would tell you that anong the renewabl e generators
represented in the proposal that is put forward here, there is no
di sagreenent anong the proposal that will cone forward to you. W
are very close. W are not arguing w th geothermal about whether
geot hermal should --

PRESI DI NG COVM SSI ONER MOORE: I think Jan has sone

guestions so |'mgoing to cone back to her



But et ne just say that one of the ways when you' ve got
this nore explicit proposal together, that we mght be nore
hel pful to you in the hearing on the 26th, is if you could deliver
themto us the night before, so that we at | east get a chance to
peruse them Qur questions mght be alittle nore focused, if we
can do that. It's unreasonable to say nmuch before that, but if we
could, if they're in print the night before we'd Iike to see them

MR. JUDD: W can do that.

PRESI DI NG COVMM SSI ONER MOORE: Jan.

COMM SSI ONER SHARPLESS: Yes. | guess this is an
anticipatory question as well. How much of a devel oped proposal
are you going to bring forward to the Conmttee regarding green
price and green marketing? And is that going to be technol ogy by
technology or is it going to be a proposal that would apply across
t he board?

MR. JUDD: Wul d you care to answer that?

There's kind of two answers, two parts to that. There's
what the industry has, and we are trying to coordi nate very wel |
with other parties who have spoken to you on green marketing
on --

COMM SSI ONER SHARPLESS: Ckay.

MS. RADER: | guess |'d say that we're definitely
| ooki ng at any industryw de, generic canpaign to pronote

renewabl es in the custonmer markets. But that in addition to that,



each industry may have a conponent that involves custoners.

But we want to do is to create a generic marketing effort
simlar to the agriculture boards that pronote their product on a
generic basis, because it really takes, when you have a bunch of
smal | i ndependent producers, it takes a conbined effort in order
to overcone sone of the transaction costs that each individual
conpany faces.

COWM SSI ONER SHARPLESS: Are you going to try to put
a nunber to that and nmake it a part of the 81 percent or is it
going to be on top of the 81 percent?

MS. RADER: W'l | propose that a small fraction of the
total funds go to a generic marketing effort directed by the
mar keting board in cooperation with the Energy Comm ssion.

COWM SSI ONER SHARPLESS: And | guess what | heard you
say is the answer, you're working with sonme other fol ks so the
amount of detail that we m ght have on the green marketing program
depends, | guess, on who you' re working w th?

MS. RADER: Yeah. | nmean | think the elenents are
included in this, in the answers here today. That we have thought
t hrough the kinds of things we think the marketing board shoul d
do. And we'll probably flesh that out a little bit, but | think
that's really the job of whoever inherits that job. W're not in
position today to say what the best way to reach custoners is.

That's sonething that we'd need to |l earn through that nmarketing



effort.

COWM SSI ONER SHARPLESS: Wl|, are you going to
attach a dollar figure to it --

MS. RADER: Yes.

COMM SSI ONER SHARPLESS: -- by the 26th?

Do you have a dollar figure now?

MS. RADER: No. It will be, I think, in the range of
one to two percent of the total funds.

PRESI DI NG COVMM SSI ONER MOORE: Rosel | a.

MS. SHAPI RO: Nancy, is this separate, your narketing
programis separate from-- in this proposal, this Item(c),

Principle C, to give custonmers the ability to support renewabl es

in avariety of ways using utility bill inserts?
MS. RADER: They are linked. | would say that we see
that utility bill insert as a very inportant way of reaching

consuners and overcom ng the incredible transactions costs that
we're going to face in reaching every single residential consuner.

So the way | think we are thinking of it is that the bil
insert mght be designed and paid for by the marketing board but
that the utilities would be required to carry that insert in the
bill, so that the efforts are |inked.

But there's a distinct elenment in AB 1890 regarding the
use of the utility bill. And so that's sort of what we're calling

out in nunber (c).



COWM SSI ONER SHARPLESS: Does your proposal have any
kind of CTC rebate?

MS. RADER: The proposal as a whole doesn't, but sone
of the industry-specific proposals nay.

PRESI DI NG COVMM SSI ONER MOORE: Mar wan.

MR. MASRI : Conm ssi oner Sharpl ess just asked one of
ny questi ons.

The other question | had is in the allocation you are
proposing, is there an allowance for -- and | haven't read your
proposal yet -- hydro power, landfill gas or any other
t echnol ogi es besides solar that were not part of the negotiation?

MS. RADER: Yeah. W are proposing that hydro power
obviously be included in the definition of renewables, but that it
not be included in the subset that are eligible for funds, and
that's because we don't believe that there's been a denonstrated
need for those resources. W have yet to see anybody fromthe
hydro industry in any one of the proceedi ngs that have been goi ng
on for the last two years.

So, and then the landfill gas is a question that we sort
of put in an open manner in our docunent. And the question is
whet her funds directed towards landfill gas would, in fact,

i ncrease the anount of landfill gas given that |ocal governnents
are already required to collect gas at landfills. And the

incremental cost then of generating electricity we believe may be



at market |evels, but we haven't cone to a firm concl usion on

t hat .
PRESI DI NG COVMM SSI ONER MOORE: Thank you.
I"mgoing to try and take two nore people before |unch
and then we'll break. ['mgoing to ask Dan Kirshner to cone and

speak to us and I'mgoing to ask Eric Mller to speak to us. And
then we'll take a short break for |unch.

And | should rem nd everyone, if you want to talk to us,
that we have -- Carrie has the blue cards at the back table. W'd
appreciate it if you d fill themout. Gve ne alittle bit of a
hi nt where you're going on the cards so | don't | ook so awkward
when I'mtrying to make sure everyone stays in sequence.

Dan.

MR. Kl RSHNER: Thank you. Dan Kirshner with the
Envi ronnment al Def ense Fund.

"Il be brief. As you know, EDF submitted its proposa
on Novenber 4th. And EDF' s proposal was previously fleshed out in
the California Public Wility Conm ssion's Renewabl e Wor ki ng G oup
Report.

The addition today is responses to your 17 questions, and
t hose have been handed out. | still have a few additional copies
i f anyone needs them

Again, our basic thrust is to provide a fair and

efficient narket-based nechanismfor a subset of the allocation



process, that is for new renewabl es, not the energi ng technol ogy
band, although this nmay be applicable in those areas too, that we
t hi nk has acceptance by a w de variety of market participants.
And we believe there's a broad coalition, some of whomare
represented by the sponsors of the proposal in the CPUC Renewabl e
Wrking Goup report, that have an interest in a fair, efficient

mechani sm whose interest is not coincident with getting the

nmoney. It's coincide with the benefits of spending that noney.

As | said, 1'mgoing to be brief. 1'mgoing to refrain
fromcommenting on anything |'ve heard so far. | think the
proposals are still inconplete.

But | would Iike to bring up sone questions of process.
As | understand, at |east one part of the process here is to
devel op a range of mechanisns for dealing with the questions you
are facing to see what ideas are avail abl e.

And | think the inportant point is to be able to explore
t he nmechani sns and the justifications for the various nmechani sns.
And in ny brief reading of things is many of the justifications
still are not available to us, and I think given the brief tine
that shouldn't surprise us. But |I'mwondering what we can to do
to sort of help tease all this out, to devel op sone of this
information. And |I'mjust wondering.

If the time is short -- it |ooks |like we're |ooking --

and | don't recall the tine. It |ooks Iike we're |ooking at



Novenber 26th to hopefully get final details on sone of these
proposals. | mean we have an informal process here. W're not
goi ng to have cross-exam nation, CGod knows we don't have tine for
it. But |I can inmagine that you will have a nunber of questions of
the posers and | inmagine the rest of us will, too.

I"mwondering if there's sone process whereby we coul dn't
pool these questions, perhaps to the Commttee, maybe shouldn't |
assign this task to you, but to cull them consolidate themso we
have a range of things that we can explore for all the proposals
and try to understand how they do or do not fit together, what
their justifications are or are not.

| don't know if you have an agenda itemset aside for a
future tineline, but even that process, |I'mwondering, do we have
tine to do that? | defer to you.

PRESI DI NG COVMM SSI ONER MOORE: Yeah. Let ne respond
to that by saying that questions occur to us as we're reading the
material or as we talk to people or hear testinony, clearly, and
may not span the range of avail able questions that there are. And
they certainly may not span the range of questions that are
occurring to you in the audi ence.

If they cone up, if there are things that you think we
shoul d be aski ng about but we don't appear to be, areas that are
inconplete, that it |ooks as though if we don't delve a little bit

further we're not going to have a conplete base, really post them



up to me, direct themto nme and I'Il make sure that everyone
concerned gets a copy of them And it will certainly start both
of us thinking about the kind of things you think are deficient.

And you may or may not see themdirectly related out in
t he question you woul d ask, but you're going to certainly
i nfluence the way we think. So |I would absol utely encourage you
to wite questions that occur to you up to us and make sure that
we're aware of them

MR. Kl RSHNER: Vell, I"'mthinking of maybe a little
nore detail ed process, whereby -- first, |I have to wait unti
Novenber 26th before | can fornulate a set of questions. And then
|'"'mnot sure | want -- expecting off-the-cuff answers. This m ght
be sonething people need a little time to think about.

| don't know if we can have sonme nechanismw thin the
time constraints, but | would |ike to get sonething a little
bit --

PRESI DI NG COVM SSI ONER MOORE: Ckay. Let nme think
about it. We'Ill do our best. W're going to caucus after this
and go back over sone of the things that we've heard, and that
wll be on our list.

I"mnot prepared to give you an off-the-cuff "I can sol ve
it," because | can't.

COMM SSI ONER SHARPLESS: I would like to say to Dan,

t hough, that M chal and | have considered the situation that if



nost of the detail cones in on the 26th, that there's going to be
a lot of reaction to that detail. And the Conmttee would
certainly profit fromhearing the debate that goes on. Wat form
that mght take, | think is what Mchal and | need to caucus on.

W have, as he indicated at the beginning, the nonth of
Decenber is in itself a conpressed nonth given the holidays and
given the schedule that we're trying to get sonething out by
m d- January, you can see the difficulties we're facing.

W have planned to have Commttee hearings after the
wor kshops. That's going to have to be sandwiched in as well. So
we will chewon this idea and try to figure out perhaps the nost
wor kabl e sol ution that we can conme up wth.

MR. Kl RSHNER: Ckay. Appreciate it. And | just did
want to bring that up

PRESI DI NG COVM SSI ONER MOORE: Thank you. And
unless it wasn't clear in ny earlier remarks, we understand that
we' re consigning a good nunber of you to working through the
Christmas holidays, so | apol ogi ze in advance of that as well, of
course, so synpathy is limted.

But the point is we understand when the product, the
physical witten products are going actually be generated. And
it's unfortunate, but it's right smack in the mddle of the period
when it's going to happen, so that further defines this tine

schedul e that we' re under.



Thanks, Dan.

MR. KI RSHNER: Ckay. Thank you.

PRESI DI NG COVMM SSI ONER MOORE: Eric.

MR. M LLER: Thank you for allow ng ne to speak.

PRESI DI NG COVMM SSI ONER MOORE: You mght identify
yoursel f for the tape.

MR. M LLER: Yes. FEric MIler with Foresight Energy
Corporation and also joined with me is Jody London of Wrking
Assets Green Power. We're here today to present a joint proposa
of our two entities for a custoner-focused renewabl e energy
i ncentive.

What | would like to do, given the hour, is give you an
overvi ew of the programwe propose. W have specific answers to
guestions and woul d not address those Iine by line at this tineg,
but would certainly be available any tinme this afternoon to do
t hat .

PRESI DI NG COVM SSI ONER MOORE: Do | have a copy of
the --

MR. M LLER: You should. [If not, we can get you one.

PRESI DI NG COVM SSI ONER MOORE: kay. Go on. I'll
get it after you' re done. Now | have one.

MR. M LLER: Very good.

Firstly, we and Wrking Assets share a strong belief and

we believe that there's data out there, nore of which is com ng



out all the time and which we will be providing the Conm ttee,
that supports a strong interest on the part of consumers to
pur chase cl ean energy.

W think they're ready. Everything that's been seen has
shown that consuners have a very cl ear understandi ng of the
hazards and the inpacts of conventional generation. They
understand the benefits of clean generation. And they're ready to
make a choice. And it's not sonething that they will need to
consider along tine if the proper package is presented to them
and presented to themin a way that's practical for themto do
sonet hi ng about .

Everything we've seen is that they're ready, eager and
willing. And it really won't take that long to generate quite a
| arge nunbers of consuners that are interested. And | think we'd
like to take sone tinme at some point for Wrking Assets to
descri be their experience on the East Coast which | think has been
validating that wwth sone real |ive experience.

To create a -- right now we don't have -- this narket
doesn't exist. Qbviously no conpetitive retail markets in
electricity exist.

The things that are specifically required for this nmarket
to exist is, first of all, you need a conpetitive source of
renewabl e supply. There has to be, available for consuners who

want to purchase it, renewabl e energy at prices not necessarily at



what they're paying -- not necessarily equal to the cheapest
source, but prices that are within the range of the val ue
trade-of f that they are going to nmake.

And as |'ve described in sone of the earlier workshops,
we see that particularly for small customers, that because the
commodity energy portion of their bill is relatively small, a
fairly small prem um by a consuner can generate a fairly large
premum for the renewabl e energy supplier

But it's sort on axiomatic. |If you don't have anything
to sell then we won't have anything that people can buy. So
that's a key elenment that needs to be there.

And because of the particular situation of restructuring
and existing SO4 contracts, that presents a sonewhat, a uni que
issue in California.

There has to be soneone out tal king to custoners,
presenting themw th viabl e packages that they can say yes to in a
conveni ent and practical neans. And therefore you have to have an
opportunity for soneone to do that. And | guess we don't see that
sone sort of state agency or other thing is likely in a
conpetitive retail environnent to probably be the nost effective
entity, either efficient or effective entity at doing that.

W think that you need retailers. Just as you need
retailers to sell any other product to consuners, you need soneone

who's focused on the custoner.



During the transition period, CTC and ot her market
barriers really prevent just getting out there and doing this on
our own at this point. And there needs to be sone ability to
| ower those barriers during the transition period. W don't see
those barriers being sustained after the transition period. W
think at that point there's a viable and sustainable market. But
gi ven the high value expect for CTC we don't think we're going to
get there without sone assistance there.

And, finally, you need sone nmarket oversight to nmake
sure, since we are differentiating electricity products on
sonet hing other than price, people need to have sone confi dence
that they're getting what they're being told they're getting.
think there's an appropriate role through certification and
t hrough, ideally even | abeling or other nmechani sns where consuners
can have an idea of where any of their power conmes from Sone
ability for consunmers to have objective and credible information
to make choi ces between suppliers.

The nmechani smthat we propose today is what do we need --
or let ne actually go back -- what do we need to get there. Wll,
what do we need in California specifically. W need contracts to
be able -- we need existing suppliers to have the ability to sel
into the retail marketplace, which on a practical |evel they don't
really have today. And we need to do sonething about that. W

need to create sone very real options for themthat they don't now



have.

And we believe that the renewabl e funds can be best used
to provide incentives for existing and new projects to enter that
retail market. Specifically, | think as one comon thene of al
the presentations is that the 540, the funds here are sinply not
enough. There's just not enough here. And I don't think any of
us can get around that.

And therefore, of course, we have to use them nost
effectively. And we suggest that one thing governnent -- and I
think there's a |l ot of successful exanples out there. Wen
governnent has insufficient funds to do sonething it wants to do,
to focus on providing incentives as opposed to trying to
i nadequately fund, be the funder but not do it adequately, to
focus on how can we use that noney as a carrot to | everage the
broader industry into acconplishing the goals that it has.

I think a great exanple is the appliance -- the
refrigerator efficiency program There sinply wasn't enough noney
out there to subsidize the increnental efficiency of every
refrigerator in the country. So a nunber of groups got in -- and
DCE got together and offered a $30 million incentive to the first
conpany to cone up wth a technol ogy breakthrough of efficiency in
appliances by a certain date for the commercial consuner at
mar ket, and they got it.

And if you had tried to add, to fund the extra $50 a



refrigerator, or even fund the R&D, $30 mllion woul dn't have
gotten you very far. But as a result they actually got the
i ndustry to produce three or four different revol utionary designs.

And | think that that's a good nodel for these funds.
These funds are enough to provide sone significant incentives.
They are not enough to provide the funding to really acconplish
any of the goals we have.

So the first -- going into alittle nore detail now --
the first thing, as | said, is you can't expect to have renewabl e
supply and you can't expect renewabl e suppliers, particularly
existing ones, to enter the marketplace if they can't get out of
their existing contracts in a way that recogni zes that there is
value to those contracts and that the projects were built on the
econom cs of those values. And we're proposing two nechanisns to
do this.

Now whil e these don't exactly fall within the 540, we
bel i eve that what the Legislature wanted the Conm ssion to do is
to conme back with a programto cone up with how to best support
the renewabl e industry, and we think this is an inportant part of
t hat program

The first is that you' Il allow existing contract hol ders
who term nate or reduce deliveries under their SO4 contracts, to
take the CTC that they were -- that is avoided by giving up their

contract and allow themto take custoner credits in return. That



they woul d be able to take those based on the present val ue of
their future capacity paynents, and it woul d define a mechani sm
and al so define that there would be a discount taken for that in
recognition of the project being able to accelerate its capacity,
sone of its value

Wul d al so recogni ze that projects that are willing to
junp and have the recovery of their existing contract value tied
to the marketplace, first of all, should be encouraged to do so.
And, secondly, recognize that they're acconplishing an inportant
goal by doing that in helping to build the nmarket, and that should
be encour aged.

The second nmechanismfor projects where it's inpractica
for themto, in a sense, conpletely get out of their contract
t hrough the financing constraints or other things, is that in
exchange for a discount in their capacity paynent going forward,
they would be not required to sell to the utility any | onger but
to sell to other custoners.

And we think that those two mechani sns shoul d provide
virtually any project a practical nechanismto get out of their
contract and get into the narket pl ace.

So with that as a conponent to -- that now creates the
means by which projects can enter the marketplace. Now we use the
funds to provide incentives to do that. So the funds woul d be

made available to projects who are prepared and ready to enter the



retail market. That would be a starting point.

W woul d provide credits that could be used by
residential and small end-use custoners to reduce their utility
bills. And we focus on small custoners because we believe that's
where the sustainable market for renewables is going to cone from

Only certified renewabl e suppliers for certified projects
could redeemthose credits for the consuner. So again we're
focusing on the -- the funds are targeted to consuners, who are
going to be the base of a sustainabl e marketpl ace.

And the credits would be allocated to projects. This is
sonething that we really struggled with, and cone to the
conclusion that the right way to do this is to provide the
incentive in the formof a custoner credit but provide the credits
to the projects. And we woul d propose allocating those credits
both by technol ogy and al so into new and existing -- new and
energi ng categori es.

And we would vary the size of the incentive to the
i ndustry because we do agree that different industries are in
different situations, and therefore to try to get the incentive to
a level which will stinulate interest but still go as far as
possible, it probably does nake sense to target the size of those
to different industries.

W woul d issue the credits on a first-conme, first-serve

basis. And we have nore detail in the proposal about how to do



that, but basically you would offer themas of a certain date and
quarterly thereafter if they were undersubscribed. You would have
speci fic technol ogy categori es.

After a certain point in the process, we said two years,
but certainly open to discussion. |If a certain category was
unutilized, you mght open it up to other technol ogies.

Soneone to apply for that, apply for the credit needs to
have -- be able to get -- needs to be denonstrating they're
getting out of their contract and have the ability to sell in the
mar ket pl ace. And they have to -- and once getting those credits,
within three nonths have to denonstrate actual custoners that are
ready to go to use those credits. And if consuners could not --
if the project was not able to denonstrate that, then they would
| ose the credits.

And our focus is to try to provide a nmechanismto nake
sure that the credits are going into the hands of people who
actually can use them qui ckly, because they do have a shelf life.
And they need to get -- if they're not going to be used, they need
to get recycled quickly back into the system

What we envi sion happening specifically is that projects
woul d obtain these credits. They would align thenselves with
renewabl e marketers who woul d have custoner base. And they would
then together neet all of the criteria that are necessary to keep

the credits.



In the new category we woul d al |l ocate customner credits at
a level sufficient to stinulate new construction. So that in
addition to sinply overcom ng the market barriers, in ny view,
there's some additional support needed given the low prices in the
mar ket pl ace today and t he nunmber of uncertainties. And so we
woul d provide a higher |evel of support in order to actually
i ncent some new construction projects.

In that case, for new projects, projects could pose
security. By posting security, they could delay the start date or
the ending date or both of the use of the credits, so that if, for
exanple, there's a two-year tineline for permtting, a project
could still be there first inline to get the credits, but
recogni ze the realities of their construction schedul e.

And we woul d target -- also use custonmer credits, but in
t he case of energing technol ogi es, provide themas a custoner
rebate on nore of a dollar-per-watt capital basis to -- focusing
real ly, thinking about PV as the principal application for that.

This is a -- and | don't want to stress -- exanple
all ocation [referring to display on overhead]. The distribution
here, we've gone -- sinply |I've retained that the 40 percent, as
specified in the legislation; 10 percent for energing, which we
just picked as a nunber, | think provides a pretty substantial --
particularly if it's targeted towards PV, a pretty significant

incentive. Six negawatts a year is about 10 percent of world



production, so to ne that's a fairly good nunber.

Here | want to enphasize, these are just placehol der
al locations. W believe that the broader interest comunity ought
to get together. And we're ready to work with anyone to try to
cone up with the right allocation between industries, and al so the
credit rate.

These nunbers are sinply the base of existing -- the
percent age by existing generation. And so please don't inply any
val ue judgnents in that. W just took sone nunbers.

The credit rate, we took a cut at the -- where those
figures cone fromwas for the technol ogies that are on a broad
scale, fairly conpetitive. W provided an incentive which is
enough to cover the costs of overcomng the CIC market barriers
and still provide an incentive so that a project would be better
off junping into the market over the next four years than they
woul d sinply sitting with their existing contract.

In the case of biomass and existing solar, we increased
t he nunber because, as we understand, there probably would be a
bit larger incentive required not only to get themto go into the
mar ket, but sinply to maintain, to keep operating. That may be
required.

And so we see that as a nmechanism-- this is a nechani sm
that can provide those projects with the additional support they

need and still allow themto contribute to the creation, and



participate in and contribute to the creation of a direct access
mar ket .

New projects. Again, we sinply did the 40 percent as
speci fied by the |egislation.

What you get based on those figures is that you can
support about 500 negawatts, you can get about 500 negawatts of
exi sting generation into the marketplace. You can get a little
over a hundred negawatts of new renewables built. And that's
based on a high capacity factor, a geothermal type of project. If
it were wind, the nunber woul d be several hundred nmegawatts.

And we get about six negawatts a year of PV into the
mar ket pl ace, which is a trenendous nunber.

And we get | think nost -- very inportantly, we get about
700, 000 custoners buying, actively buying 50-percent renewabl e
portfolios. And this could all happen starting January 1, '98.
And | think that -- and what's significant for us, this is enough.
Used as an incentive, this is a real market. This is a market.

Were you' ve got 600 negawatts of supply out there,

700, 000 custoners, you're going to have multiple marketers, you
can have multiple projects. You' re going to have an
infrastructure out there. People will have heard of this. They
will be get -- and you'll have a real narket.

| think this, at the end of four years, this is sonething

that is going to be ready to grow nuch larger, and in a position



to do so. And it will -- 1 think it will fundanentally wil
acconplish the goal of creating an industry.

I was just thinking this norning that back in 1983 in no
smal| part this Conm ssion hel ped | aunch an incentive to renewabl e
energy to get into the market, that market. That mechani smwas a
standard-offer contract. At that tinme the narket was selling to
the utility. But the notion was: Let's put an incentive out
there. And, in fact, nobody thought anybody woul d sign up for
those. And no one had any idea that that woul d be successful.

And what happened, of course, in retrospect were the
details all right? O course not. But you got an industry that
at that tine wasn't in the market, the nmarket being selling to
utilities, and now was in the market. And it worked.

And | think here we are, 13 years |ater, the market has
changed. And | think there's a historic opportunity for this
Comm ssion to do that again and to help the industry nove into the
new market. And | think this mechani smprovides the neans that we
can actually do that.

PRESI DI NG COVM SSI ONER MOORE: Thank you, Eric.

Jan.

COMM SSI ONER SHARPLESS: Yeah. FEric, | think you
just said it at the end. This programis a four-year program It
expends all of the noney in that tinme in an effort to build a

market: is that correct?



MR. M LLER: Yes. The one exception is that if a new
renewabl e project elected to stretch out the customer credits past
2000, as long as they posted reasonable security, we think they
should be allowed to do that. So sonme new projects could stretch
out the noney farther.

W woul d envision that all the noney would be commtted,
however, certainly within the four years.

COMM SSI ONER SHARPLESS: And even though you said
this table is illustrative, you basically have 50 percent going to
exi sting, 40 percent going to new, and 10 percent going to
emergi ng as a hundred percent expenditure of $540 mlli on,
correct?

MR. M LLER: Yes.

COMM SSI ONER SHARPLESS: Ckay. What's happens -- |
guess one question | have, would a project be able to get the
custonmer incentive whether it was conpetitive or not? | meant
what if a project that's conpetitive cones forward and wants this
ki nd of incentive noney, does it get it?

MR. M LLER: Qur viewis that the overall goal
certainly of our program and what we would recommend is that
creation of the market is the nunber one goal, and that any
project that enters that market is contributing a val uable service
to that goal. And --

COMM SSI ONER SHARPLESS: So the answer woul d be yes?



MR. M LLER: Yes.
COWM SSI ONER SHARPLESS: A project that's conpetitive
woul d get it.

MR. MLLER  Right.

And | think, first of all, we certainly want to incent
conpetitive projects into the market. | think if projects that
m ght have a challenge later, first of all, |I think this provides

an effective neans of keeping themin the narket.

| believe that a project that can see its way into the
market illustrates sone survival skills that may nake it able to
figure out howto get there for the next four years.

And | guess froma pure retail er perspective, we believe
out there, that if we've created a robust narket, there will be
new projects at econom cs conpetitive with what we're tal king
about, that if we did happen to lose a few at the end of the
transition, we think those could be repl aced because they woul d
have denonstrated a viable market. So we feel |ike those projects
have been assisted the broader industry, just by going into the
mar ket pl ace.

And so we woul d propose not differentiating. Letting the
decision to go into the marketplace be the criteria for support.

COWMWM SSI ONER SHARPLESS: But you are in a way
waiting, as well? You indicated that you have recogni zed t hat

different technologies mght be in different circunstances, and so



you' re suggesting that in different technol ogies, you have sone

ki nd of weighting systemso that biomass, for instance, that has a
particul ar fuel cost mght have a greater custonmer incentive than
one that has less cost to carry?

MR. M LLER: Yes. Yes. | think that's -- because you
do want your -- if you're providing incentives, you want to nake
sure the incentive actually incents people to do it, so you have
to --

COWM SSI ONER SHARPLESS: How are you going to
calculate that? |Is that going to be the sane for every bi omass
pl ant regardl ess of whether it's in better financial shape than
per haps ot hers?

MR. M LLER: | believe that by focusing on incentives,
given that there is -- we're explicitly recognizing that this is a
carrot to get people to do sonething that has a broader |everage
and success as opposed to supporting incone or sonething el se, you
never get incentives quite right. And it's okay.

I guess | think of incentives maybe don't need to pass

quite the same scrutiny that an actual support paynent does. And

it's appropriate that -- and | really believe that sinply the
projects that cone forward and chose to junp into -- by having to
make that decision -- I"'mgoing to junp into the marketplace, I'm
going to get out of ny contract, I'mgoing to make ny future in

that new market -- that's going to sort out -- and al so they have



to get together with a nmarketer and actually have the practi cal
nmeans to deliver. But that's an appropriate screeni ng nechani sm

COW SSI ONER SHARPLESS: Vel |, who and when woul d
make the deci sions on what was an appropriate incentive?

MR. M LLER: W woul d propose that be part of the
Conmittee report.

COWM SSI ONER SHARPLESS: Are you intending to work
out nore details along those lines or thisis --

MR. M LLER: W certainly could provide nore backup.
W would like to work in a broader group with the industry to
develop those. | nean | certainly have ny own thoughts, but I
think it would be ideal if there was a broad group of people that
can contribute to that process.

COWM SSI ONER SHARPLESS: What if the allocated noney
t he 50-percent noney for existing didn't come up with 50-percent
necessary projects; what would you do with the noney? O,

i kew se, with new and energi ng?

MR. M LLER: | guess that would nean we got the
incentive wong, it was not high enough. And you mght need to
revisit -- no one took it. Then you certainly have the
opportunity to revisit that and say, "Wll, we didn't get it
right. Let's try again."

MS. L ONDON: Comm ssi oner, |'m Jody London from Wr ki ng

Assets. | just want to add a couple of things along this



di scussi on.

In terns of the incentives, one of the provisions that
we've built inis that if you don't |line up your custoners, and so
if you're a supplier your customer is going to be a narketer and
if you're a marketer you're going to have to need to have your
end- use custoner, you're going to |lose your credits and they're
going to go back into the pot.

And so there's an incentive there to keep peopl e noving
al ong and get the custoners online.

And | think part of the pricing, when we were thinking
about this was what are we going to -- what kind of price is the
end-use custoner going to be wlling to pay and how is that going
to conpare with what we're going to be conpeting with that's
com ng out of the power exchange. So that's part of what we were
| ooki ng at.

I think we would like to refine those nunbers and get
themto be sonebody that everyone's going to be confortable wth.
But this is --

COMM SSI ONER SHARPLESS: So are you going to try to
get the incentives, though, so that every technol ogy has a | eve
playing field, nore or less. So that when the narketer goes out
there, they can say, "I have a basket of bionmass, w nd, geothernal
and solar," --

MS. L ONDON: Right. But we --



COWM SSI ONER SHARPLESS: -- and so you don't have a
price differential between these technol ogi es?

MS. L ONDON: There may be sone price differentiation
but if I"mputting together a portfolio, | need to wei gh that when
| look at what I'"mgoing to be ultimately selling to the custoners
and the kinds of prices that they're going to be anybody all to
pay.

So | may know that if | pay a little nore for this
project, I'mgoing to want to pay a little less for that one so
that I'mcomng out wwth an overall price that's right in line
w th where | think custoner denmand is.

COW SSI ONER SHARPLESS: If that's the nmechani sm
t hough, and you do try to do that kind of weighting, for those who
need a little bit nore support, aren't we just establishing
another four-year cliff for sonebody to fall off of?

MS. LONDON: Go ahead.

MR. M LLER: | think potentially I think part of a |ot
of our notivation in providing different |evels was, first of all,
to ensure that there is a diversity of supply out there in the
retail marketplace, which | think is good for -- and | think is
certainly a goal that we'd like to see naintained. And also to
make sure that there is in a sense of equal opportunity to gain a
mar ket position for all technol ogies at this stage.

And so if at the end of that tinmefrane we find that



certain projects weren't able to -- find after that initial
experinment, certain technologies may stick nore in the marketpl ace
than others, | do think it's inportant to give all, as many as

t echnol ogi es as possi ble an opportunity to get into there.

Because | believe that people are going to |like what they see when
they get out there. And so we want to nmake sure everyone has a
chance to gai n sone experience there.

And | really do believe over the long term in terns of
t he consuner market which is going to drive a broader, the broad
demand for renewabl es at an aggregate |level, sinply getting them
being out there this next four years provides an inportant
contribution to that.

And | think we will be in a growth node at the end of
this transition and there will be new projects getting built with
econom cs that can easily replace, if individual projects aren't
able to turn out to have been --

COWM SSI ONER SHARPLESS: I"'ma little nervous about
new and energing fitting withinin a four-year tinefrane. Do you
have any comments on that? Wether or not they would be in a
position to fit within this type of marketing style given perhaps
the start-up tines that they need and permts that they need to
get and other requirenents that they need to get?

| neant nost of us who have been in any kind of siting

proceeding, as valiantly as we try, stuff happens. You hear M.



Ferguson who says we're going to do better next tine around on
sone of these technologies. And four years is a short tinefrane
in which to bring new and energi ng, sone of the new and energi ng
into the market and use the noney.

MR. M LLER: In the case of new, | do agree that it's
i nportant to provide sonme nmechanismfor a project to change the
timng of when they receive the noney. | certainly don't think
that four years is too long to figure out which -- for people to
decide that they want to build a project and to get confortable
with that and nake the decision to go forward. | think that's
anpl e tinme.

And so | do think it's inportant to provide a nechani sm
for the new projects to nodify the timng. And we think that
ought to be sonething that they can essentially choose to do and
post appropriate security to match the specific proposal. | think
that would -- | would envision that al nost being a secondary.

First you would get an allocation, then you woul d work
out the details of the timng of that with the Comm ssion, after
gaining the allocation. And you would work out the -- negotiate
an appropriate security |evel.

For enmerging, | guess | view an energi ng technol ogy as
one that can be supported by custoner incentive. That if you --

COMM SSI ONER SHARPLESS: You view it as one that can?

MR. M LLER: Yes. That if a technology -- if a



technol ogy, if you a custoner incentive doesn't -- if a technol ogy
is not at a stage where a custoner incentive doesn't work, then
I"mnot sure it's an energi ng technol ogy.

And | guess in the terns of PV, which is one | think that
clearly does fit that definition, | see a pretty strong
infrastructure out there that could start literally next week --
could start the day after these funds are all ocated.

COWM SSI ONER SHARPLESS: So your definition of
enmer gi ng woul d be basically something that could be taken off the

shelf? 1t's already in the commercialized state?

MR. M LLER: It's in the sense that commercial --
COVMM SSI ONER SHARPLESS: It doesn't need a little
boost in the commercialize -- see, | don't understand the

di fference between that and new, quick frankly.

MR. M LLER: | guess it's -- I"'mnot sure | see a clear
difference. | guess ny focus was one in which naybe the
distinction is newis nore of a mature technology that is both
commercial and its economcs are fairly well understood and not
likely to be subject to dramatic change. Certainly you would
expect continuous i nprovenent.

Energi ng m ght be one which is clearly denonstrated,
commercially applicable in the sense that at the right price
consuners will buy it in large nunbers and there are no questions

about whether it works or not. And that given a little nore



assistance and a little nore demand, and really only denmand, that
price is expected to come down dramatically into a point where it
has a nuch broader nmarket, and so it's worth providing -- that
that's really the difference, is the state of the maturity of the
econom cs nore than necessarily the technical maturity.

And sonet hing that hasn't maybe quite nmade the technica
maturity m ght be nore RD&D than energing.

COWM SSI ONER SHARPLESS: Excuse ne. Do you intend to

provide nore details about your proposal on the 26th? |'m
curious. | haven't had a chance to read your proposal --

MR. M LLER: Gkay. | think --

COWM SSI ONER SHARPLESS: -- so | don't know how

worked out it is or whether you' ve answered the Conmttee's
guesti ons.

MR. M LLER: Sure. | feel our proposal, and
particul arly when conbined with the questions, | think, we hope
gives a fairly conplete view

If there are specific nechanisns that need to be worked
out in nore detail, we're certainly welconme to do that. And
obvi ously we would very nmuch Iike to work closely with others in
devel opi ng a broader basis for the allocations and setting sone of
the figures dowmn. But we hope that our -- we've tried to nmake our
proposal fairly conprehensive.

COWM SSI ONER SHARPLESS: Thank you.



PRESI DI NG COVMM SSI ONER MOORE: Eric, you nentioned
t he question of diversity as goal or an objective, being a good
thing. That of course underlies a |ot of the discussion about
whet her or not we ought to include every technol ogy sonmehow in
this system

I"mnot there yet, and so | would ask you the question of
whet her or not diversity is critical to the success of the system
| mean it nmay be noble. And it may be sonething that the
Conmi ssi on has supported in the past, but is it critical?

MR. M LLER: | certainly think it would be a shame for
a given technology -- or a given industry not to have an
opportunity to gain some experience in a conpetitive market during
this transition and essentially being left out of that opportunity
so that, you know, they really weren't at the sane stage as other
technologies in their ability to conpete in the open market. So |
think that would be a shanme if we didn't do that.

| guess | would agree that maybe I'mtal ki ng nore about a
diversity of opportunity than necessarily a guarantee of a
speci fi c outcone.

PRESI DI NG COVM SSI ONER MOORE: Ckay. That's fair.

I"mgoing to call tinme out and let us go to lunch. | ask
everyone to cone back here in at hour at 1:30.

Is there anybody here who needs to go to the PUC that |

didn't take this norning, especially in the solar cards here? |If



there is, cone up and tell me so | knowto take you in tinmne.

[ Luncheon recess taken from 12:30 to 1:45 p. m]

PRESI DI NG COMM SSI ONER MOORE: Good afternoon and
wel cone back.

And we're going to start off where we left off, and that
is getting back on to the solar arena. 1've indicated to Don
Aitken, he's got a couple of wap-up comments that he'd like to
make, and then he's an invited guest at the PUC. So we'll turn
hi m | oose.

I know from conversations with sone of you in the hal
that there are others who are going to try and nmake the late
afternoon part of the CPUC. | understand that. W' Il be taking
testinmony in as focused a way as we can. W aren’'t going to cut
anybody off, but we're going to ask everybody to try and focus

their comments on the consensus itens that are energing. And

we'll try and get as many of you out who need to get to the PUC as
i s possible.

Dr. Aitken.

DR. Al TKEN: Thank you. |'mDonald Aitken. 1'm Senior

Scientist with the Union of Concerned Scientists.

I"'mup here to explain a little bit of a task that kind
of energed in the |ast two neetings. The subm ssion for this was
one that | had on the table -- | see there are still two or three

left -- called "Consensus Position Survey on Certification



Criteria Proposal s.™

At the CEC Wirkshop on Novenber 4, the Union of Concerned
Scientists put before the Comm ssion the proposal that you would
have a better chance at economcally attractive ventures with sone
of the renewables if you would ease up on the hybrid
classification and all ow possible attractive hybrid configurations
with fossil fuels in ways that can enhance the econom cs of the
renewabl e portion, and not be trapped with the Q- value or the
25- percent val ue.

And over the last couple of workshops |I've tal ked about
that at some length. And what happened is that the people cane up
and strongly supported that. That whereas we will accept QF
desi gnation for existing projects, when we go to new projects we
really need to be economcally open and nmake the best deal s that
produce the nost renewables for the | east cost to consuners and to
thi s program

And wi thout going into nore detail than that, because |
have di scussed that issue, | said that people have been com ng up
clearly very much in favor of that, and | made the statenent
before this Commssion that | felt | could pull together a
consensus comment on that.

That was interpreted as would | try to take on the whole
certification issue and see where a grow ng consensus m ght be on

the areas of certification, the nultiple questions that they have



on their Appendi x B asking about that.

And so | agreed to do that. And | faxed out a package
consisting of a letter explaining what we were after and the
entire Appendix B that has all of the certification questions on
it. And | put in some UCS positions to sort of serve as a
di scussion points on that. And | faxed that out to 30 parties.

And the 30 parties were representative of all technol ogy
sectors of the renewabl e energy industry, all technol ogy or power
producer alliances, all public interest organizations that have
been active in these proceedings, the Electric Power Research
Institute, NREL and the University of California. So it was a
good, broad cross-section that went out. It kept ny fax busy for
four hours.

Only six responses were received. Now two were received
fromindustry associations and NREL, EPR and two consul tants who
have been active in these proceedi ngs responded as well. I'mtold
a seventh sent an Email which | hadn't gotten by the time | cane
her e.

And at first | thought, gee, that's kind of bad that
people are not willing to participate in that, until | realized
and |l earned that there, in fact, have been nmajor work on achieving
consensus on certification. There are two different groups that
have been hard at work.

One of them has been presented to you today, and that is



t he bi omass, geothernal, wind coalition, also represents a
consensus position on certification. And that consensus invol ves
many of the people in their industries.

And the second one was a consensus position that grew out
of meetings that CEERT had sponsored and had a | ot of stakehol ders
init. And | have seen the draft of that consensus position as
well. | was allowed to look at it and anal yze it.

And | had hoped it would be submtted today. It has not
been. | hope it will be next week.

And sinply by |ooking at these was about to see, first,
they're a grow ng consensus position. Secondly, that the
consensus positions are not really conpetitive. They're really
quite conpl enentary to one anot her

So, in essence, this is kind of a snapshot. |If
everyt hing had been submtted today, then this would have been
possible to fold in these two consensus positions plus responses
that | still haven't gotten and would still entertain from other
peopl e and categorically by each of your questions, say this is
the way it's | ooking.

| can't do that for subm ssions that haven't been made to
you yet. Here | amon the sane hook | was on this norning.

And so | sinply had to shortcut it here and say that's a
situation. You actually do have two nmaj or consensus positions

comng in. They're not conpetitive. They're conplenentary.



And fortunately for our own proposal there's been not
only no di sagreenent on our own proposal, but there's been a | ot
of support and stated support that specifically has cone in for
t hat .

So I"'mafraid | had to conclude that there was no usef ul
propose at this point by trying to give you a half consensus of
what is comng -- is here and the rest that's comng in next week.

Now |'m al so aware that the CEC is going to comm ssion a
person to do exactly that and to pull all of that together for you
after it's submtted and advi se you on the consensus certification
statement. And if sonebody's paid to do that, that's wonderf ul
That reduces ny workload. But if that doesn't happen, when |
return fromoverseas -- you'll recall | |eave tonorrow -- and
return on Decenber 1, and if that has not happened and you stil
want -- everything's in now, nowlet's doit, I wll resune that
t ask.

And in that possibility for those deadbeats out there who
received the fax but did not respond and would Iike to respond,
you have a brand new opportunity of 10 days when |I'mtraveling
overseas. And we'll see what cones fromthat.

So I"'msorry. That's all | can really give you at this
poi nt on that.

PRESI DI NG COMM SSI ONER MOORE: | think that's a good

exanple of the bully pulpit, literally.



DR. Al TKEN: Sonet hing |ike that.

PRESI DI NG COVMM SSI ONER MOORE: Thank you. | hope
you have a good trip.

DR. Al TKEN: I''mone of those who is on two of the CPUC
panels. It has nothing to do with loyalty, sir. And | really
nust | eave now. And --

PRESI DI NG COVMM SSI ONER MOORE: Thank you, Dr.

Ai tken. Appreciate your comments.

DR. Al TKEN: I'd like, the final thing to say really,
is to explain that | was up this norning sticking ny neck out --
t he nunbers and everything | put before you this norning really
shoul d have been coordinated with all the other nunerical
subm ssions that you' re getting next week. And it's because | go
overseas to Cyprus and Sweden tonorrow that | thought | better
just put out before you ny work so you can shoot at ne now and
give nme input now, since he won't be able to next week. So that
expl ains this out-of-sequence stuff. | hope it hasn't confused
the issues too nuch.

PRESI DI NG COVM SSI ONER MOORE: Thank you.

Al right. 1'mgoing to start then with Steve Kall and.
And you're going to introduce the solar presentations.

MR. KALLAND: M/ nane is Steve Kalland. I'mwth the
Sol ar Energy Industries Association as Associate Director for

State Prograns.



I"mhere filling in for Les Nel son, who nostly of you
probably know, and who has been representative of the solar
i ndustries in nost of these workshops. Les was unable to attend
because of a different schedule, conflict, but will return for the
Wor kshop on Novenber 26t h.

I"mgoing to make a brief presentation on the SEIA
Cal SEI A proposal and nmake note of questions that the Commttee has
today, but 1'd ask if it would be okay to defer answers to those
guestions until Les returns on the 26th.

The SEI A, Cal SEI A proposal is an unbrella proposal. By
this we nmean that it provides general principles for AB 1890
renewabl es i npl enentation, funding allocation recommendati ons and
a broad overview of our proposed prograns. W in our nenbership
are in the process of developing the details of these prograns and
plan to provide nore detailed informati on at the next neeting and
in the future.

Fol l ow ng ny presentation you're going to hear froma
variety of our nenbers and other representatives who will provide
you with a better feel for the current status of the solar energy
i ndustries and where they're headed over the next five to ten
years.

First alittle bit about who we are. The Sol ar Energy
| ndustries Association is the national trade association of

phot ovol tai c and sol ar thermal manufacturers, distributors,



devel opers, installers and operators.

SEI A has now not 12, but 13 state chapters. W just
added Washington State. Sone of those chapters are regional, so
we actually cover 22 states in the U S. and represent over 500
conpani es nationwi de, ranging from Fortune 50 conpanies to snal
busi nesses.

Cal SEIA is the California chapter of SEIA representing
about a hundred conpanies. Using the AB 1890 term nol ogy, we
represent sone of the existing California operators, particularly
the nine solar thernmal electric Q-s, but prinmarily we represent
enmer gi ng technol ogy conpani es.

W believe the | egislative | anguage of AB 1890 provides
the general principles to the CEC in devel opi ng the Renewabl e
Energy Inplenentation Plan. The plan should pronote a portfolio
of renewabl e energy choices, including technol ogies which are
al ready cost-effective, or energed, and technol ogi es whi ch have
recently conpeted in their RD& phase and are currently higher
costs but have significant comercial potential, the energing.

Prograns should assist the entry of renewabl e
technol ogi es into the conpetitive nmarketplace. Renewable funds
are an investnent to reduce technol ogy costs to allow conpanies to
conpete for custonmers in the open nmarket. They are not intend to
provi de ongoi ng subsidy to renewabl e energy operators.

Prograns shoul d adhere to market principles and



conpetitive practices. AB 1890 establishes three broad
categories: Enmerging, new and existing, which group technol ogi es
at simlar stages of devel opnent.

Wthin these categories prograns shoul d encourage
conpetition as an effective nmeans of reducing costs and preparing
t echnol ogi es for success in the open market.

Prograns should recogni ze that |arge central station
t echnol ogi es and snmal | -di stributed technol ogi es are fundanental |y
different, and that different funding nmechani sns woul d be required
for those two groups.

And, |ast, prograns should recognize that the solar
ener gy technol ogi es provi de val ue beyond el ectricity production,
such as benefits associated with reliabl e on-peak production and
benefits associated with distributed generation.

Since we primarily represent the interests of energing
technol ogies, it would be useful to explain what we nean by that.
Qur definition of emerging technol ogies is renewabl e energy
technol ogi es technically denonstrated yet not widely commercially
depl oyed, but are considered by a consensus of know edgeabl e
experts and the CEC to have significant commercial potential.

This includes but is not limted to solar technol ogies
such as flat plate photovoltaics, concentrating photovoltaics,
solar central receivers, solar dish engines and other technol ogies

which will inevitably energe fromthe R& pipeline in the future.



It should be noted that the CEC and the US Departnent of Energy
have support the RD& of all of these technol ogies.

The conpanies that are following ny presentation wll
give you nore detailed information regarding the future comerci a
potential of these enmerging technologies, but | want to provide a
coupl e of general thoughts here.

First, in an open nmarket solar electricity or hardware
does not have to be at |east cost necessarily to be comercially
successful, but rather within the range that custoners are willing
to pay.

Second, surveys indicate custonmers prefer renewabl e
energy generally over fossil and nuclear, but also indicate that
they prefer solar energy over all other forns of renewabl e energy.
There's sone Roper polls from 1987 and 1993 that indicate that
solar energy is preferred alnost two to one over all other energy
forns.

According to Canbridge Energy and Qopti on Dynam cs pol | of
1995, one in five Anericans are wlling to pay a 30-percent
premumfor solar electricity. And in 1994 a nmarket study by the
Uility Photovoltaic Goup, a consortiumof over 70 U S.
utilities, rejected a market of over a thousand negawatts, about
$3 billion, for distributed applications in the Pacific Southwest,
including California and Nevada, Arizona and Hawaii, and a

$3-peak-watt system price |evel



And this graphic just shows sonme of the results from
those two Roper polls in '87 and '93. And you can see that sol ar
did quite well, not only conpared to the fossil, but conpared to
all of the other technol ogies.

I will present our recommendations of the AB 1890 fundi ng
allocation first, and then the reasons that we believe these
al | ocati ons make sense.

Funds shoul d be all ocated 50 percent for new and energi ng
renewabl e technol ogi es and 50 percent for existing renewabl e
resource providers. That would be the initial break. Then within
t he new and energi ng category, we believe it should be subdivi ded
so that new and energi ng technol ogi es, which are at different
stages of devel opnent, do not conpete directly for funds and that
the funds in this category should be allocated 50-50 between new
and ener gi ng.

The justification for a m ni mum 25-percent allocation for
enmerging technologies is as follows. Energing technol ogi es
represent the broadest allocation category because it includes al
prom si ng technol ogi es which nmay enmerge fromthe technol ogy
pipeline in the future.

Energi ng technologies will require greater funding than
new r enewabl e technol ogi es on an equi val ent basis to nake projects
commercially viable. Enmerging technol ogi es show the greatest

prom se to achi eve significant cost reduction over the next 10



years.

Emer gi ng technol ogi es represent a good investnent for
Cal i forni ans beyond cl ean energy production in two ways, both
fundi ng energi ng technol ogy depl oynent fosters high -- California
hi gh-t echnol ogy econom ¢ devel opnent, exports, outside devel opnment
and jobs. California' s already hone to the | argest concentration
of energi ng technol ogy conpani es and pronoting depl oynent all ows
existing California conpanies to expand and create new j obs.

In addition, it will attract outside investnment from
ot her conmpanies that are already | ooking the site new
manuf acturing facilities.

Secondl y, funding energing technol ogy depl oynents
attracts federal investnent to California. The federal governnent
conti nues, through the US Departnent of Energy, to invest
significant funds in the devel opnent and early commrercialization
of energi ng technol ogi es.

As nentioned before, we're in the process of devel opi ng
programdetails which will be forthcomng in the future workshops,
but as a brief overview, at |least, for the energing category, it's
inportant to realize that separate prograns will be required for
smal | scale distributed technol ogies and the |arge scale central
station technologies. It's inpossible to devel op a bl anket
proposal that would serve, say, a two-kilowatt rooftop PV system

and a 140-nmegawatt power tower all at the sane tine.



The proposal programfor snmall scal e distributed
t echnol ogi es provi des customner incentives to purchase hardware,
including a | owcost |oan program and a hardware buydown program

The programis designed to drive down system costs over a
si x-year period to $3 a peak watt, the price level at which a
t housand- negawatt sel f-sustaining California market exists,
according to the UPVG survey that | nentioned earlier.

The proposed program for central station energing
t echnol ogy provides a technol ogy cost buydown for commercia
projects through a CEC nmanaged four-year conpetitive solicitation
begi nning in 1998.

At this point really we only have imted comments on the
new t echnol ogy category, but | guess nost critical that those
prograns shoul d be conpetitive and open to all technol ogi es.

On the existing we only have general comments as well.

To support the operation of existing plants, they should be --

i ncentives should be structured to provide investnent in the
plants to make themnore efficient and cost-effective. This m ght
i nclude capital inprovenents, O8%M cost reduction projects or a
debt reduction plan.

Finally, we believe that the California Alternative
Energy Financing Authority can be used to conpl enent and | everage
the AB 1890 funds by providing a pool of |owcost |ong-termfunds

for projects or system| oans.



A coupl e of other issues to wind up here that are of
i nportance. First, this hybridization issue represents a
prom si ng renewabl e energy comerci al i zati on strategy, we believe.
W support the UCS position that the CEC shoul d recomend changi ng
AB 1890 | anguage to allow funds to be used to support the
renewabl e portion of new and energing hybrid plants that utilize
nore than 25 percent fossil fuel.

The CEC should work with other states in regional
alliances to pronote renewabl e energy devel opnent to | everage
these AB 1890 funds. Nevada's Sol ar Enterprise Zone has a nmandate
to devel op a thousand negawatts of solar electricity over a
seven-year period. Arizona's proposed restructuring ruling
includes a solar portfolio standard, which will create 200 to 300
megawatts of solar electricity capacity denmand.

Cearly California and California conpanies stand to
benefit through the export of hardware or solar electricity by
wor ki ng col | aboratively in these states.

Thank you now. |If there are any questions, |'d be gl ad
to nake note of those and get themto Les Nel son and to Mac Mbore,
our National Representative, who has been working on this, and
t hose responses will be delivered next week.

PRESI DI NG COMM SSI ONER MOORE: Wiy don't we --
before we open it to questions, you ve got two other fol ks that

want to speak with you. W'I|l get themall on the table, and then



we' || cone back to questions.

MR. KALLAND: Ckay. W can do that.

I think we had Ray --

PRESI DI NG COVMM SSI ONER MOORE: Ray Dracker.

MR. KALLAND: -- Dracker next.

MR. DRACKER: Thank you. M nane's Ray Dracker, the
Manager of Renewabl e Energy Devel opnent at Bechtel Corporation in
San Franci sco.

Bechtel has a very broad range of interests across the
renewabl e energy spectrum W' ve been actively engaged in the
research, devel opnent, denonstration and, | think nost
inportantly, the commercial application of many renewabl e
t echnol ogi es.

W are | ongstanding and active nenbers of the Anerican
Wnd Energy Association, the National Bioenergy Industries
Associ ation and the Sol ar Energy Industries Association.

Anmong the things we're engage in right now, we are just
in the process over the past six nonths of successfully
comm ssi oning 130 negawatts of biomass plants on the East Coast of
the US. W are al so engaged in the devel opnent and, hopefully in
the nearterm the commercial application of sone advanced bi onass
t echnol ogy, sone snall nodul ar systens and sone advanced
gasification technologies. | think this holds sone critica

future prom se.



W are in the process of procuring and constructing a
large wind farmin Latin Arerica. W have constructed geot her mal
plants here in California. W, over a 10-year period, had been
t he techni cal manager for the PVUSA project and are currently
engage in the devel opnent and hopefully the conmercial application
of a several -thousand rooftop PV program

And so we do have a very broad spectrumof interests
across the renewabl e energy hori zon.

VW view this AB 1890 program as being a very critical one
to maintaining growing a California renewabl e energy industry. W
think it's very inportant in terns of keeping inportant renewable
energy options alive for us when we do have large load growh in
the future

And al so nore inportantly, nmaybe in the short term
mai ntai ning a strong renewabl e energy industry in California for
gl obal export markets, which there are many of worl dw de right
now.

But with all of that, | canme today to just speak on one
particul ar technol ogy, and that is solar central receiver
technol ogy, mainly fromthe standpoint that in spite of quite a
history that the technology has here in California and the very
| arge anmount of information on the record with the state, both at
the PUC and the CEC regarding sort of the virtues, the potenti al

and the status, the devel opnental or conmercial status of the



technology that's on the record here, it seens to have been not
brought forth in these proceedings up until now, and | just wanted
to be sure that that information was w th you.

Sol ar central receiver or power tower technology is not
the be-all, panacea renewabl e energy technology I think what we've
wi tnessed here in the past 15 years in California, it is that a
broad m x of renewabl e energy sources and within the sources,
vari ous approaches to -- in terns of conversion technol ogies are
i nportant for a healthy, robust industry.

But power tower technol ogy does have sone uni que
attri butes and sone very inportant ones, | think, for California.

What | have to say specifically on power tower technol ogy
this afternoon is being done on behalf of both Bechtel and
Rockwel I, which is |ocated in Canoga Park down sout h.

Sol ar central receiver technology, as | nentioned, has a
long history in California. |It's been evaluated quite a bit by
utility conpani es, by independent power conpanies, by the CEC
itself. And anong its nmerits are -- in the bul k power
applications that it |ooks to serve in the future, and this
clearly is a large bul k power technol ogy as opposed to PV and
nmodul ar bi omass and ot her things which have sone distributor
attributes, it is a bulk power technol ogy.

In large scales it does have the opportunity to be very

cost-effective.



And because of the inherent nature in which it utilizes
its nolten salt heat collection fluid, it very effectively
i ncorporates energy storage, which nakes it a dispatchabl e sol ar
energy option. One that can easily be designed to neet evening
sunmer peaks in California, which -- and provi de appreciabl e
capacity val ue, you know, speaking in the old jargon of when that
was a critical item here.

In terns of where the status of the technology is -- and
like | say, one of the benefits | get fromworking with a | arge
conpany |ike Bechtel, is we are able to | ook at technol ogi es from
t he concept stage, at the very rudinmentary research level all the
way to turnkey commercial application on fully comercial terns.

Sol ar central receiver technol ogi es has been in a
devel opnent and denonstrati on node over the past 10 years. And
the denonstration activities are culmnating with the successful
execution, start up and operation of the Solar Two project.

Solar Two is down near Barstow, California. It's a
10- negawatt plant. It is proving out all of the basic
devel opnental concepts of the technol ogy.

The next steps that are needed for the technology are to
scal e up. The technol ogy can be designed -- can provide a range
of applications, again all for the bul k power market, ranging from
systens in the, say, 30- to 50-negawatt size range in a solar-only

node, or in a solar node with mnimal fossil support, supplenental



fossil energy, all the way to larger scale hybrid systens that
woul d use advanced high efficiency, natural gas fired conbi ned
cycle technology in a very synergistic way.

The next steps we face are to do a conmerci al
introductory project. And I view what we need to do is to build a
systemin the 30- to 50-negawatt, in the solar-only node range or
a project on the order of 150 to 300 negawatts in this conbi ned
cycl e hybrid node, which would have a sol ar conponent on the order
of magnitude of that 30 to 50 nmegawatts that | described for the
sol ar-only project.

So that the technology is ready to nake that step.
think with sone key supports fromthis program it can achieve
t hose commerci al introduction objectives.

There have been vari ous net hods proposed on how AB 1890
can support energing or new projects, and | could see vehicles for
a power tower project accommodating all of those.

A sinple one would be an upfront grant buydown. | know
there was sone discussion this norning about, well, this is a
four-year program how can we get supports to enmerging projects in
that tinmefranme. During this four-year window, we will be ready to
make the commtnents and initiate -- conplete the financing,
initiate the construction of the project. So a grant vehicle
could certainly cone wthin that window. But other options, such

as | owcost | oans or energy credits would al so hel p.



So | just wanted to speak out on behalf of this
t echnol ogy, which | think, again, has sone unique attributes and
is going to be a very inportant part of this mx of renewable
energy technologies for California's future. That's all | have to
say.

PRESI DI NG COVMM SSI ONER MOORE: Thank you.

Then let's bring up the third nenber, Dr. Barry Butler,

and then we'll be ready for some questi ons.
DR. BUTLER: I"mBarry Butler with Science Applications
| nformati onal Corporation. |'mhere to point out the SAI C view of

the world. This is in the presentation.

W' ve divided into the existing renewabl es, new
renewabl es and energing, and our viewis that the technol ogies
that are in that energing slice, which are nostly what we call the
di rect solar conversion technol ogi es, the ones that use sunshine
directly to make electric power, are sort of in there. There are
agreenents that emerging should be a nuch snaller slice.

And what we're proposing is that these manufacturers and
maj or California conpani es have an opportunity to grab the world
market. And so we're fighting for our place at the table, as it
wer e.

The technol ogy that nmy conpany is involved in and
i nvested several mllion dollars in ourselves and the nati onal

program DCE' s program has invested 30 to $40 mllion in this



technology. And we're right at the place where were able to take
of f and create those jobs.

And rather than leave it in the abstract, | want to put
up just one chart. And this is an exanple, not a request for
noney, but an exanple of what you can do.

Now we built and have five -- we built one operating
unit. W have five that are going in. W're hoping to put one at
SMID. W're talking with Southern Cal Edi son about putting sone
at their Ponona facility, Cal Poly. W do have -- Arizona and
Nevada have al ready subscribed to take 25-kilowatt di shes as part
of a governnment program By the end of 1997, we'll have five
systens up and operati ng.

Gven that they prove the reliability that we think
they'll have, what we're proposing at 25 kilowatts per unit, 400
verification units. And how could noney fromAB 1890 play into
that? 1t looks like a $60 mllion project. The federal
governnment has commtted 15 mllion for this project already.
Users are willing to put up sonething in the nei ghborhood of 45
mllion. And with the |everage of sonething like 10 mllion from
AB 1890, this project would be a reality.

Now t he question is how do you get fromwhere you are to
where you want to be. W're tal king about going fromcosts at the
end of the first five of $10 a watt down to costs of $4 a watt.

At $4 a watt we think these things will catch a very significant



wor | d mar ket .

And these are installed dispatchabl e power systens. They
have natural gas or liquid fuel that can burn in the Stirling
engi ne, so when the sun goes down, you turn on the liquid or

gaseous fuel, and the system keeps right on operating.

So this is a 25-kilowatt dispatchable unit. So it can be
pl aced at the end of grid. It can do firmline support. It has
| ots of benefits to the emerging world.

And | guess |I'mspeaking for, in terns of all of the
ener gi ng technol ogi es, use the common neasures, get the right
mar ket penetration curves, and clearly the CECis a key in
devel opi ng those curves. And we think that this program coul d
take us fromthe 40-negawatt range into markets that woul d put us
just on the edge of what m ght | ook |ike 4,000 negawatts.

So you can see that we're trying to nove with this
project fromhere out into there sonewhere. And that's what |
call emerging. W're going fromright about where PV is nowto
very significant |ine-support markets.

So the size of the market, as you invest the AB 1890
nmoney, you |l ook at the size of the market you can create, and
we' ve calculated that we'd created 120 jobs per negawatt electric
that's put in place. And that's 20 jobs for every mllion spent,
basically. And those jobs are installation jobs, fabrication

j obs, manufacturing jobs.



And if this project was built in California, 60 mllion
will be spent and benefit California. |If it's built in Nevada or
Arizona, they'll get a najor benefit.

And then as you' re maki ng your investnent, you're | ooking
at how many negawatts will be put out per mllion dollars of CEC
investment. So | guess by way of exanple, |'mjust suggesting not
the dollars up here are right or exact, but they woul d be proposed
at the right tine. But as you go down, | ook for conmbn neasures.
And energi ng technol ogi es, a | ot of noney has been spent by the
federal governnent, and these technol ogies are indeed on the verge
of emerging.

Everybody says, "Yeah, how can you conpete with w nd?"
Vell, with this kind of dollars-per-watt, | can go out to the end
of the line and add firmcapacity, and I don't need a battery,
don't need backup.

So every technol ogy should have its place at the table.

' mnot here to speak agai nst anyone. But | do believe energing
shoul d have a reasonabl e place at the table.

Thank you.

PRESI DI NG COVM SSI ONER MOORE: Thank you, sir.

VWll, an interesting opening to the concept. And --

MR. KALLAND: W do have one nore speaker on the PV
subj ect .

PRESI DI NG COMM SSI ONER MOORE: ["msorry. | didn't



go ahead.
MR. KALLAND: | didn't nean to interrupt.
Howar d.
PRESI DI NG COVMM SSI ONER MOORE: Howar d Venger ?
MR. WENGER: Yes.
PRESI DI NG COMM SSI ONER MOORE: See, | understood

that you and Tom Jensen wanted to speak together. | separated or
cl eaved those fromthese. |If they' re part of that, then please
come up.

MR. KALLAND: We can do them separately.
MR. WENGER: Go ahead and then we'll transition to us
after you. So we don't have too many technol ogi es at once, we

recommend that you go ahead and ask the questions of the

presenters so far, and then we'll come up after --

PRESI DI NG COVM SSI ONER MOORE: Vell, | don't know
that -- do you have questions so far?

COMM SSI ONER SHARPLESS: Vell, | amkind of -- |

woul d i ke sone clarification, particularly by the |ast speaker of
what this definition of energing mght be. |If you could conme, be
transcri bed.

DR. BUTLER: Sur e.
My definition of an energi ng technology is one that has
been proven technol ogy, which neans it works. W know D sh engine

systens work. W now photovoltaic systens work.



The questions that we have in financing these are how
reliable are they? How long will they work? How much OG&W Is it
di spat chabl e?

So to me an energing technology is one that's been
denonstrated to work, but not denonstrated itself to be economc,
because you have to have three elenents: Cost, performance and
reliability.

If cost is there or close to there, performance is there,
then reliability is the key issue. So | see energing technol ogi es
as the ones that really need to have the reliabilities eval uated.

COMM SSI ONER SHARPLESS: But if we have a conpetition
anong energing, what criteria would you recommend the Commttee
ook at in terns of making an eval uation of which energing to
fund?

DR. BUTLER: Bet ween t he energi ng technol ogi es, because
everyone has said before each one has different requirenments, the
size of the market, what it can do. For exanple, ny technol ogy
mght go at the end of the Iine for |ine support, but power tower
has to be built as a major basel oad power plant.

So what | think needs to be done is |ook at the market,
use the market curve to decide what size market could indeed be
generated for each of the energi ng technol ogi es, and how nuch of
that market you would capture if you invested in it.

COWM SSI ONER SHARPLESS: What about tim ng?



DR. BUTLER: You know, wi nd was an energi ng technol ogy
when they had unproven reliability. Dy sh Stirling' s an energing
technol ogy wi thout proven reliability.

I think that right now we have many technol ogi es the
federal governnment's put a lot of noney in to get the
denonstrations and the proof of concepts there. Power tower's
one. Dish Stirling is another. Photovoltaic is the third.

And | think the timng is right now for themto nove
forward

COMM SSI ONER SHARPLESS: Vell, that wasn't exactly
the kind of timng issue I was tal king about.

DR. BUTLER: Ckay.

COWM SSI ONER SHARPLESS: You know, our friend Dan
canme up this norning and was tal ki ng about |evels of funding. And
he was saying that at the very mninmum this wuld be the anount
that we would like to see for enmerging. | was trying to probe
questions as to how they got to the m ninum|evel.

And being an ol d budget person, you usually have sone
backup for the nunber: How did you get to that 18 percent?

| don't see how the proposals or the presentations of the
| ast three individual s have given ne any sense for anount that you
m ght be tal ki ng about and what criteria you would be using and
j udgi ng which types of technol ogy woul d be the best types of

technology to fund with the very limted dollars that we have.



And | don't know whet her your nunbers match with his
nunbers or if you' ve got a very different set of nunbers. | think
that the Union of Concerned Scientists may not think that your
type of technology is eligible under 1890. |'mnot quite sure how
t hat concl usion was drawn, but --

DR. BUTLER: Yeah. And | think we probably need to
talk to Don a little bit about how that conclusion was drawn, but
at SEI A headquarters, which is where a lot of this work was done,
we' ve gone back and | ooked the different technol ogies, what state
they're actually in, how many jobs they could create. And we have
to have a session back there with Steve. And we have not put
forward together the actual nunbers.

The 25 percent was really derived by | ooking and sayi ng
where do we think it ought to be in terns of the total value to
the country, and trimmng a lot of stuff out. | nmean we didn't
just let the nunber explode. And so it would only pick the
cl osest technol ogies to conmercialization.

And we do have a net hodol ogy which we went through. And
| think they're going to present that at the 26th.

COMM SSI ONER SHARPLESS: Was it only solar that it
| ooked at ?

DR. BUTLER: It was -- it was photovoltaic -- what we
call ed am energing technol ogy i s photovoltaic and power tower and

Dish Stirling were the technol ogies that we had in doing that



anal ysi s.

COMM SSI ONER SHARPLESS: Ckay

Yes, Marwan.

MR. MASRI : Ckay. Al these energing technol ogi es that
you just enunerated, are any of themstill in any stage of
research, devel opnent and denonstration, or have they passed al
t hose stages?

DR. BUTLER: The ones that we considered had all passed
t hrough the research, devel opnent and early denonstration. For
exanpl e, the photovoltaic systens are being tested by SMJD

Systens that are behind that, higher perfornmance systens
or systens com ng out of the |aboratory, we didn't even consider.
W considered the systens that we really had utility scale
validation on. Because we felt AB 1890 had to be utility strength
systens. So --

MR. MASRI : In other words, there is no nore need for
denonstration of any of those technol ogies? They're just ready to
enter the commercial stage now?

DR. BUTLER: | think that there's always roomfor nore
denonstration. | nean that's -- to identify nore nmarkets where
you' re market conditioning and nmarket application, but | think the
answer is they're ready to go now, conmercial.

MR. MASRI : | have anot her questi on.

COMM SSI ONER SHARPLESS: Yes, Marwan.



MR. MASRI : The $6 price target, or $4 a watt that you
tal ked about, is that achievable with an assunption about some
subsidy fromthis fund or is it achievable at all, but over a
| onger period of tine wthout the subsidy?

DR. BUTLER: Yeah. Actually I didn't show the chart,
but it's the sane for PV

You start out with the noney that conmes fromthe funding
agencies |like DOE and CEC has a significant fraction of buydown
and buying the price to the utility down so it |looks like $4 a
watt. But at the end of five years, the price really is $4 a watt
wi th no subsidy.

You know, soneone wal ks in the door and puts that noney
on the table, they take a systemaway for that and there's no
continued invol verent on the part of the federal governnent or the
state government. And there's no subsidy in the $4-a-watt nunber.

And in the PVs nunber, I'msure there's no subsidy there
either, and it's very simlar.

COMM SSI ONER SHARPLESS: I's that how you got to your
25 percent, is basically a buydown progran?

DR. BUTLER: Yes.

COMM SSI ONER SHARPLESS: For solar tower and for
Stirling and for PV?

DR. BUTLER: It's that type of program

COMM SSI ONER SHARPLESS: So the concept that we heard



before we broke for lunch on sort of a marketing schene for
ener gi ng technol ogi es as well as new and exi sting, do you see that
wor ki ng for you?

DR. BUTLER: If you knew how to aggregate it properly,
| think the answer is a schene |ike that coul d work.

Because what you're doing -- if you think about it, what
we want to do is ultimately connect the custoner with the product,
have it built and nmake profit and pay salaries. So a programlike
that, that connects the technol ogies to custoners probably has
sonme benefits.

There are al so benefits on the other side, where you
could see that a nore direct involvenment fromCEC in terns of
funding projects could have the sane kind of effect. But | think
the answer is, yes, it could work for us.

COMM SSI ONER SHARPLESS: O course that programis
the four-year program | don't know how | ong you woul d need your
custonmer incentive to result in the type of buydown your
t echnol ogy woul d need.

DR. BUTLER: Yeah. | think the way we | ooked at it,

t he buydown at the $4 a watt, the international market opens
dramatically, and the line stiffening or end-of-utility-grid
mar ket opens very quickly at the $4-a-watt range, so we felt that
there are custoners and people who commt to products at that

| evel .



The challenge | sawwith sort of the incentive programis
that it takes a while to get the incentive programin to educate
people to nake the deals it takes to get it done, where | think
our technologies are ready to try to nake rmuch nore direct deals
to get the prices to fall quickly and get the consuners based on
the requirement to have the product at the price. Solar energy at
a reasonabl e price.

COMM SSI ONER SHARPLESS: I think you | ost ne on that
last cooment. So you think it would be easier for your technol ogy
to be marketed or nore difficult?

DR. BUTLER: I think it would be easier for us to have
sone kind of arrangenent where the buydown cones froma centra
agency, such as the CEC. And the projects, it would be easier to
negoti ate the package to nmake the price drop -- it quicker. It
may be not easier, quicker certainly.

And perceptually it's much easier, because if |'m going
to go target other people's noney as well as CEC noney -- you see
the chal l enge for our renewabl e technol ogy, to get through over
this hunp, is we'd like to go attract noney from Washi ngton.

So if we have a deal with the CEC, we can go lay that in
front of the fol ks in Washi ngton and everybody understands that
deal .

If we have a deal that is incentivized in sone way, we'd

have to get all those incentives in place and then go back, so it



would be a little bit harder to bring noney in fromoutside the
state. They see the CEC as a | eader, and so they would -- they'l
formul ate deal s around that, and are already doing that.

COMM SSI ONER SHARPLESS: Thank you.

DR. BUTLER: Thank you

COMM SSI ONER SHARPLESS: | wanted to ask Steve.
Steve, if you could, since you' re the unbrella person

MR. KALLAND: And I'mgetting awful wet for that, too.

COWM SSI ONER SHARPLESS: Yeah. Wat | you wanted us
toreally direct or hold our questions and direct themto Les when
he cones on the 26t h.

I's your proposal that you' ve offered us today the
conpl et e package or do you intend to provide nore information?

MR. KALLAND: W do intend to flesh this out sonme nore
by next week.

I would actually |ike to get sone of the questions that
you mght anticipate asking Les in advance, so that | can take
t hose back and maybe have put together sone nore nmaterials to
directly answer those questions in the next piece that we present.

COMM SSI ONER SHARPLESS: You nean on top of the 17 we
al ready asked of everybody?

MR. KALLAND: | f you had any questions on what | said
today, that we could flesh out a little better in the next piece.

COMM SSI ONER SHARPLESS: Vel l, not directly because



your questions were of a general nature and | think we're trying
to focus now and get definitely nore specific.

MR. KALLAND: There's nore on the mechani sns than
anything. That's where we're really noving general broad brush.
And | think we'll have nore detailed informati on on those
mechani sns next tinme, on the 26th.

COWM SSI ONER SHARPLESS: Vell, | hope it's not just
these things. | hope you do because we're running out of tinme --

MR. KALLAND: Sur e.

COMM SSI ONER SHARPLESS: -- if you didn't hear that
t hi s nor ni ng.

Ckay. Thank you very much

MR. MASRI : Excuse me. Just one nore question

COWM SSI ONER SHARPLESS: Yes, Marwan.

MR. MASRI : Does your proposal also -- | think you did
mention it represents the SEGS projects in California?

MR. KALLAND: It does. And | have to | ook at ny
scripted piece to reiterate.

What we're doing with themis, | think, pieces that dea
with O&M sort -- the exact wording that they were using --
structure to provide investnent in the plants to nake them nore
effective and -- or nore efficient and cost-effective, and
i ncludi ng as possible options, capital inprovenents, O8M cost

reduction projects or a debt reduction program



MR. MASRI : And woul d you have specific amounts to
these different categories such as --

MR. KALLAND: | can ask to try and have that in
proposal next tine.

MR. ALVAREZ: And | just have one question. You talked
about the California Alternative Energy Financing Authority. Have
you talked to themat all about the proposal you have in here
about debt reduction strategies, or have you pursued any
di scussions with that organi zations yet?

MR. KALLAND: Unfortunately, I'mnot the person to ask
that question. Les would be the one to respond to that, and |'|
ask himto address that when he's here next week.

PRESI DI NG COVM SSI ONER MOORE: Thank you.

Then, Tom Jensen and Howard \Wenger, you're both on.

MR. WENGER: H. M nanme is Howard Wnger. |I'mwth
Pacific Energy G- oup, a principal of Pacific Energy Goup, but I'm
here today representing the Photovoltaics for UWilities California
state working group or PV for U for short.

The California PV for U collaborative, as it's known, has
been around for about four years. There's actually a national PV
for U organization with sonething |ike that 15-state
col | aboratives in 15 different states around the country.

The California PV for Ugroup is conprised of a very

di verse m x of stakeholders, including utilities. There are



representatives fromeach of the investor-owned utilities. There
are representatives fromnunicipal utilities. There's also
representatives fromregul ators and ratepayer advocates. There
are nenbers fromthe PV industry spanni ng manufacturi ng,
distribution, installation, construction. So we have a very

di verse m x of people within this PV collaborative, and I'm here
speaki ng on their behalf.

Because of this diversity, it's not often that we reach
consensus, but I'mpleased to say that |ast week we had a
col l aborative in the Los Angel es area. W discussed the PV
speci fic proposal with respect to the disposition of the AB 1890
f unds.

W have a very detailed proposal that we'd like to submt
to you on the 26th. W wll spend the tinme today to give you
specifics as to what is contained in that proposal.

Wiat 1'd i ke to do, we actually have three of us here.
|"d like to introduce TomJensen first. He's with Strategies
Unlimted. It's a California conpany that |ooks at the PV --
keeps track of the PV industry on an international basis.

Then I will speak about the specific PV proposal.

And then followng w'll have R chard Sowter from BP
Solar, a subsidiary of British Petrol eum

So, Tom I'Il give the mc to you.

MR. JENSEN: Thank you, Howard



My nane is TomJensen. |'ma market analyst with
Strategies Unlimted. 1It's a narket research and consulting firm
whi ch serves the gl obal photovoltaic industry and al so energi ng
t echnol ogi es and sem conduct ors.

To start off with the first slide, if I could, we serve a
gl obal client base in four continents, manufacturers,
distributors, utilities and governnment agencies. And through that
wor k we conpil e market dat a.

This is where the photovoltaic industry has been to date,
starting in 1985 with 18.7 negawatts, 1997 we're forecast 83. So
the market in alittle over 10 years has quadrupled. And the
market growh in recent years has been dranati c.

In 1995 it grew 18 percent, which was the | argest annua
market growh in six years. 1In 1996 we'll be slightly bel ow that.
In 1997 will be dramatically nore.

And to nove on to where the nmarket is heading, 1997 wll
be the first year where photovoltaics in terns of its globa
shi pnents surpasses 100 negawatts. The market grow h coul d be the
| argest in a decade and next year, and continue in the future for
a nunber of reasons.

What we forecast is that there are two scenarios at work
here in terns of what exists in the marketpl ace today.

Under a busi ness-as-usual scenario we can see basically a

doubling of growth every five years: 72 in '95, 140 in 2000, 310



in 2005, then increasing to 800 negawatts. And "business
-as-usual " being defined as what we're seeing now, about 14 to 15
percent growh over tine with the existing nmechanisns in place.

Under an accel erate scenario, where there are efforts
made toward financing, market education, incentives for the end
user, we can see the market increasing dramatically.

Now the California programis not considered under this
accel erated scenario. |If the California programwere to be
enacted for photovoltaics, as Howard is going to detail later, you
can see that nmarket growth expand even further.

If this programwere to go forward as proposed, the
California demand within this state alone will triple. The curve
that you see before you here will nove forward in tinme. Two
hundred and five negawatts coul d probably be reached in a sooner
timefranme. Six hundred nmegawatts coul d be reached by 2005, or
possi bly even 2002, 2003, dependi ng on what mechani sns are in
pl ace.

But the industry is poised toward a new period of
comercial gromh. And AB 1890 provides an opportunity w ndow for
the industry to nove forward.

PRESI DI NG COVMM SSI ONER MOORE: You don't see the
sl ope changi ng, you just see the curve shifting?

MR. JENSEN: Correct, correct. The slope wll remain

consi stent.



In terms of the infrastructure within California, here is
alisting of sone of the magjors. W don't list all the
distributors, otherwi se you wouldn't be able to see anything el se,
but to point of a few highlights if I could. Just in overview,
California is truly the | eader in the world in photovoltaics.
Twenty-five percent of the global shipnments are com ng from
California manufacturers. And that nunber will increase in the
com ng years.

In distribution and sales, 27 percent of the total US
vol une cones from California distributors.

In terns of California utilities, nearly 15 negawatts has
been installed here. That's the nost in the world, as well.

Enpl oynent | evels, as of now, about 800 people are
enpl oyed directly in the photovoltaic industry. That's going to
expand by at |east a hundred to 200 by the end of next year.
There's a nunber of manufacturers that are comng in. W wll be
hearing shortly fromR chard Sowter of BP Sol ar, which just spent
$7 mllion to acquire a facility in Fairfield. You can see BP
Sol ar there on it.

The worl d | eader in photovoltaics is Sienens Solar. They
are based in Canmarillo in Southern California. And BP is nunber
three in the world. And so there are sone significant players
comng into California, major nulti-nationals. There's a nunber

of strong players that are comng in that can seize the



opportunity, if it's created.

In terns of the manufacturers that are al so very active,
Sol ec is nmoving down the road in Orange County to Torrance. In
the Bay Area we have PowerLight in Berkeley, PVI in the South Bay
along with Sun Power. Ananda Power is in balance of systens in
Gass Valley. Gundfos Punps is a water punp nmanufacturer near
Fresno. And Amonix is a concentrator technology. Shurflo is also
a water punp manufacturer.

So there's a strong manufacturing base that exists in the
state that can really take advantage of this program

The distributors that are out there now, that's also a
very grow ng industry conponent. Solar Electric Specialties,
which is based in Santa Barbara, and also up in Wkiah is the
nunber two distributor in the United States. So California has a
nunber of resources to bear here.

And, in addition, there's sonme cross-pollination that can
take place. As photovoltaics becones nore cost-effective it can
play nore of a role in tel ecormmunications, particularly. And can
hel p sone California conmpanies in that regard, especially in PSC

Movi ng on to where the nodule pricing is going in the
industry. Here's the history over tine that we have projected.
The higher of the two curves is all power nodules. And that would
be defined as any photovoltaics outside of nodules for calculators

and wat ches, small indoor applications. So the power nodules in



1985, $7.36 a watt. Today it's probably in the range of about $5.

And the smaller curve that you see down below in black is
the large nodules sold in quantity. That's for volune bul k sal es
to the major distributors, of which there are several in
Cal i forni a.

The price has dropped dramatically over the past few
years and is now in the range of about $4 a watt and in some cases
under. And that curve will continue to go down as the
manuf act urers have an opportunity to scale up, and there are nore
markets that can be accessed for various applications.

As of now, telecommunications is the primary application
for photovoltaics, but there are other markets that are becom ng
nore accessi bl e as that cost curve continues to nove down. And
there's a nunber of nechanisns going on in the world that can nake
t hat happen.

And to give you an idea of what's happeni ng el sewhere,
Japan is the nost active market in the world right nowin terns of
policy. They have a declining PV subsidy that was at $8 a watt in
fiscal year "94. It is $3.60 a watt in fiscal '96. They also
have a |l owinterest financing that's avail abl e through sel ect
manuf acturers with Fuji Bank. There's a market education program
goi ng on the manufacturers and the governnent, particularly MTI
[ phonetic]. And active federal governnment pronotion for

gover nnent agencies to becone nore involved in utilizing



photovoltaics in the infrastructure.

In the case of Japan, that primarily translates into
bui I di ng i ntegrated photovoltaics, where you would put it on
bui I di ngs and various structures, or also along freeways where PV
has been used, sonmewhat in Japan, nore so in Europe for sound
barriers. And it's an effective of using PV within the
infrastructure.

The results of the Japanese programof the last three
years, it's the largest programin industry history. There's
al ready been 17, 18 negawatts installed in Japan directly as a
result of the subsidy programthat's been conbined with finance
and education. As long as the tools of sustainability are in
pl ace, even though the subsidy continues to go down, the narket
demand goes up.

If you |l ook at the fiscal nunbers in the parentheses,
| ook at the nunber of applicants in Japan that has gone up over
time. A thousand applicants to the programin fiscal '94, you
start to educate the comunity about it, 11,000 applicants to the
programtwo years ago. That's the power of market education in
phot ovol t ai cs.

As Steve pointed out earlier, all the public opinion
pools indicate that solar is the renewabl e energy industry that
people want to get into. That's the technology they want to use,

and that's very nuch the case in Japan. And a |ot of residential



systens are going up as a result of that.

The manufacturers within Japan are doubling their
capacity over the next three years. And there's been a
significant increase in distribution investnent. |It's created
hundreds of new jobs in Japan and will continued to do so.

In terns of Germany, what they offer is sonmething that's
nore on a city basis, where city councils vote to have a
one- percent surcharge placed on electricity bills. And that noney
goes into a fund which pays 2 D marks per kilowatt hour for all PV
power fed to the grid for 20 years. It allows themto basically
recover the full cost of the systemin about 15 to 20 years.

Now t he $1.35 per kilowatt hour sounds very high by
California standards, but keep in mnd that the solar capital of
Germany is Munich which is the solar equival ent of Seattle,
therefore they' re not getting as nuch insulation com ng down,
therefore the price is nmuch higher

There's other prograns that G eenpeace is pronoting,
G eenpeace's Cyrus [phonetic] Program which is roughly $11 a watt
for a standard system They've already got 4,000 people signed up
for that.

There's a lot of activity by the environnental groups in
Europe who take a different approach than we have here. They
becone nore proactive in trying to get the market going forward,

and therefore they've been very active in pronoting this, not only



in Germany but Switzerland and Australia as well -- or, Austria as
wel | .

There's also lowinterest financing that's provi ded
t hr ough Deutsche Alisuiss Bank [phonetic] at 3.3 percent for 15
years. And an active pronotion -- again, the tools of
sustainability are education, finance and reducing the system so
that people can find a way of recovering their cost, or overcom ng
the first cost barrier. And that's what these prograns have
proven to do.

The market volunme in Germany has increased dramatically.
When the programfor a rate-based incentives, the 2 D Mark Program
began in 1995, people didn't trust it, and so it took a while to
t ake hol d.

Once they kind that they could really get that incentive,
the market junped froma hundred kilowatts to two negawatts. And
that two negawatts is expected to continue for the next few years,
at |east.

Therefore it's creating a sustai nable track of vol une.
Peopl e know t hey can count on that programbeing there. It's in
pl ace for 20 years. There's also financing. There's also
education. There's also politics behind it. So there's a |lot of
drivers that are noving that narket forward.

The G eenpeace Programis expected to add another 2.5

megawatts or so, possibly two next year and into the future.



The econom c inpact: Three new manufacturers have cone
into Germany specifically because of this new opportunity, and
said we want to get in here and see what we can do with it. And
t here have been sone American joint venture partnerships that have
been forned as a result. Astro Power, a major manufacturer on the
East Coast, has gotten together with Solar Fabrik [phonetic] in
Germany for a new partnership. And there's nore that are expected
al ong the way.

So the key in terns of what the photovoltaic industry
woul d be | ooking for fromAB 1890 is, first: How do we accel erate
t he market demand so that we can get the end user notivated to buy
phot ovol t ai cs.

W have to educate themthat photovoltaics exists, that
here the applications that it can be used for. Here's the
financing elenments so that it's not so prohibitive to buy it
upfront, and what would the result of those tools of
sustainability be.

Under what Howard is about to tell you, 50 nmegawatts
could be installed under the G eenback Programthat you'll be
hearing about. You would likely see another 15 negawatts in sol ar
farms. And probably a spillover effect in the marketpl ace of
another five to ten negawatts just fromthe market education
beyond what's al ready bei ng done through AB 1890 specifically.

And so I'd like to bring Howard back up to tal k about the



programthat we're proposing for AB 1890.

Thanks.

MR. WENGER: Thanks, Tom

Wl |, Tom has given you sufficient background, but
"1l just belabor it by saying that PV has a very robust industry
already that exists. |It's been fueled by international, donestic
markets, primarily in the off-grid sector, but as Tom descri bed,
the grid-connected sector is starting to nmake a big difference in
t he industry.

California is the world | eader. The industry is here and
it's ready to respond to the AB 1890 funds and use it in a way
that's going to expand the market to sustainability.

W' ve proven beyond a shadow of a doubt that PV is
technically ready. These products are off the shelf. They're
commercially available. And grid-connected PV systens of al
ki nds exist. There are hundreds of them So there's a sales
track record.

The nunber of advantages to PV, it's one of the highest
val uabl e renewabl e technol ogies. And | won't bel abor that point,
but even so, it has all these great features, so what's the
problen? Wy don't we see these things on every rooftop?

The problemis high cost and a | ack of financing and
internediate-termlow cost financing. This is a system cost

curve. Tom presented the photovoltaic nodule cost curve. This is



t he grid-connected system cost curve.

And what it shows in constant real 1996 dollars is that
in 1984 PV costs about $19 per watt, or $19,000 per kilowatt. In
terns of cents per kilowatt hour, that's about 60 cents per
kil owatt hour |evelized.

Wl |, today, PV on a turnkey-system basi s,
vol une- purchase basis for residential, conmrercial and distributed
end-of -1ine applications is about $6 per watt, or about one-third
of what it was in 1984, which is equivalent to about 20 cents per
kil owatt hour, depending on the cost of noney that you assune.

That nmeans that it's going to be very difficult for PV to
conpete on the grid at 20 cents a kilowatt, even at the retail
sector.

W've drawn a line here. It's this $3-per-watt target
market price. That's not a magic nunber. That's not the gol den
nunber. But it's a target at which we believe that sustainable
markets will exist. And they could exist before that |ine, but
that's the price point that we're shooting for

And so you see at the year 2004, the dotted |line shows
projected costs based on the historical, actual prices of PV
intersecting the $3-per-watt line at 2004. So we're a ways away
under a busi ness-as-usual scenario.

The next slide. But what we're proposing to get there in

1998 instead of 2004 is a cohesive programfor photovoltaics:



A Greenback Program which is a cute way of saying a
di rect consuner rebate programthat would go directly to consuners
on a declining basis. And I'll provide details on that later in
t he presentation;

A revolving loan fund that nmakes avail able | owinterest,
long-termloans to finance PV systens. And it will be used in
concert with the G eenback Program

And then a quality assurance and green narketing el ement,
that we want to ensure that the systens that go in are of high
quality, that licensed contractors are used, that consuners
interests are protected.

Vell, lets talk about this $3-per-watt target and where
it cones fromand why we tal k about that so nuch. There are a
nunber of studies that have been done, and | don't want to go into
the details and results of these studies, but | want to present
sone results froma couple of them

This is one study that | ooked at the key economc drivers
for residential photovoltaics on a state-by-state know edge basis.
It | ooked at electricity rates and overlaid themon PV energy
production, identified what the tax incentives were in each state
and whet her or not net netering was avail abl e.

Red connotes that you have high electric rates. So the
orange states have high electric rates. The pink states have

medi um and the blue, low Energy production, red is high, blue



is low Tax incentives, if it's colored, it has incentives.
California doesn't have any state solar incentives, but there is a
10- percent federal incentive, solar tax incentive for conmerci al
systens. And then net netering availability. The red ones have
net metering.

Wiat we did is then filtered all this information into a
cashfl ow financial nodel. | want to nmake sure you see the Y axis
on that. And what we did is we determ ned what the breakeven
price of PV was for each one of these states.

The breakeven price is the price at which the residenti al
consunmer woul d get a 30-year payback. It doesn't nmean that the
consunmer would invest at that PV price level, but they would get a
30-year payback on their investnent.

As you see, Hawaii is the nunber one state at $7.50 a
watt, which neans that cost-effective grid-connected PV could
actually be installed in Hawaii today.

California is second at about $4.50 to $5 a watt
br eakeven point.

You could see on a $3-per-watt basis the market begins to
open up quite a bit. And this is one of the reasons why the
$3-per-watt target is selected.

Anot her reason why it's selected is on studies that have
been done for utilities on end-of-line distributed applications.

And here we're showi ng the value in dollars per watt, again, for



11 different utility studies of distributed photovoltaic systens.

The first three bars are studies for California
utilities: PGE, Southern California Edison and SMJD. And you
can see when you add in the energy capacity benefits and the
distributed benefits -- by that |I nean voltage support, electric
| oss savings, environnental benefits, all the benefits you get
fromlocating PV near custonmer |oad centers -- you double the
val ue of PV, and you're at about a $3-per-watt |evel.

The Wility Photovoltaic Goup, a consortiumof 80
utilities, provided these estinmates of what the nmarket potenti al
woul d be at these takeoff points for PV. For residential
buil dings, at 3- to $3.5-per-watt level, you' re looking at 200 to
250 megawatts of market potential and so forth on down the line,
so that at $3 per watt, you're at the three-gigawatt |evel of
mar ket potenti al .

So what we propose is a declining series of rebates. |I'm
showi ng this cost chart again. But in 1998, coinciding with the
AB 1890 funds, we're proposing that over a six-year period you
have a declining series of rebates beginning at $3 per watt and
ending at 50 cents a watt. This will provide a reliable basis for
the industry to know that, okay, we know that these incentives are
there. They can gear up. They can manufacture. They can narket
and reach consuners. It's very inportant to set this schedule up

ahead of tine.



It's also inportant to allow sone flexibility should the
mar ket respond differently, should the demand respond differently
or should the price of PV systens be different that what we
ant i ci pat ed.

So what we're attenpting to do is hit this target market
price right fromthe get-go in 1998 on into the future, and maybe
even earlier, so that we can achieve significant penetration wth
PV.

So at $3 per watt, what this next chart shows, is as a
function of the loan interest rate, when we're tal king about a
revolving loan fund to offer lowinterest |loans directly to
consuners, let's assune that that interest rate is five percent
and the PV systemprice is $3 per watt, the |levelized cost of
electricity, PV electricity, is just over 8 cents a kilowatt hour.

What we've put over that is the band of retai
electricity price. In a restructured world, we don't know where
that's going to be, but let's say it's between 8 and 14 cents for
residential and commercial custoners, we're at the |low end of this
band. And so we think that PV is going to be very conpetitive for
di rect consuner applications.

Just sort of building on that thought, we've now got here
i s custoner payback as a function of the retail electricity price.
And now your guess is as good as mne as to what the residenti al

electricity price is going to be a few years fromnow, but let's



say it's 8 cents a kilowatt hour.

If we don't have this rebate program the payback is
going to be greater than 30 years. |If we have a rebate and a
five-percent interest |oan, the payback is around 22 years. This
is assuming that electricity prices are around 8 cents per
kil owatt hour.

Sone of the 1QUs mght have a tough tine doing that, but
| think they plan on achieving that, but we'll just have to see.

But you can see at present prices, this same consuner, if
you're at 12 cents a kilowatt hour, with a rebate, they're
essentially saving noney fromday one. They have zero
out - of - pocket expenses fromthe very begi nning because we're
offering financing for these systens.

Ckay, next slide.

To give a few details on what we're calling this
G eenback Program this rebate program Again we're tal king about
direct consuner rebates. And it's conceivable that these rebates
could al so be used for I PP style snmaller hundreds of kil owatt
types systens or energy service conpany approaches, where you're
| easing systens to custoners. |It's conceivable that you could
i ncorporate the financing of the rebates for these types of
approaches. But what we're targeting right nowis for a consuner,
a direct consuner purchase of PV systens.

And what we're showing is that the rebates again decline



over tine, starting at $3 per watt down to 50 cents a watt. These
are nunbers TBD, to be determ ned, and we will have details for
you on the 26th as to what the total dollar anmbunts we're talking
about. But the rebate levels are fixed. |It's a matter of how
many negawatts of eligible capacity are we going to assign to each
of those |evels.

So what we propose in the year 1998 is that two negawatts
be available at $3 per watt. Now that might be taken up in the
first six months. It could be taken up in 18 nonths. W don't
know, but the approach is to first use up all that $3-per-watt
nmoney until the first tier of the two negawatts is totally
subscri bed, and then March on down the |line weaning the industry
away fromthese rebates to full sustainability.

There are a nunber of details with respect to
adm ni stering these G eenbacks, these rebates. W need to figure
out exactly how they're going to be adm nistered. Does the noney
follow directly to the consuner or through are consuner to the
supplier. These kinds of details need to be worked out.

W want to put in sone nechani sns to accomodate the
rebate levels to the prevailing market conditions. As | nentioned
before, we could tailor the rebates for different kinds of
applications. And one of the things | want to note is that we're
going to limt the shelf life of the rebates so that there isn't

gam ng and hoardi ng of G eenbacks or rebates. |If they're not used



within a specific tine period, then they're going to be put back
into the rebate pool .

Now I want to nove on to the revolving | oan fund that
works with the rebate program The nmajor barrier to PV and a | ot
of renewabl e energy technologies is a | ack of financing because
all of the capital outlay is front |oaded. And there isn't a rea
good nechani smfor |ow cost financing and | onger-term financing
for renewabl es.

And so what we're advocating is a |owinterest |oan,
revolving |l oan program It could be five percent. Maybe it's
four percent. W haven't quite determ ned what the right nunber
is. Sonme nore analysis has to be done. Again, the initial target
is smaller systens. And one of the key features is to try and
bundl e these | oans and sell themto recycle the funds. And let ne
tell you what we nean by that.

This weird | ooking table attenpts to convey the concept.
These are prelimnary -- these are draft nunbers. But suppose
that you have a total of $30 million for this revolving | oan fund
with seven and a half mllion dollars comng fromAB 1890 in ' 98,

' 99, 2000, 2001.

Vell, inthe first year, you have seven and a hal f
mllion dollars worth of funds for |oans to be nade, for new | oans
to be made. The idea here would be if you have a nunber, hundreds

per haps of these very small |oans for 10- to $20, 000, you coul d



bundl e themup and sell themto a | arge purchaser of bonds who
could then resell themon the secondary nmarket as tax-exenpt
bonds.

So that's what we're showing here is that let's say that
you have seven and a half mllion dollars worth of |oans, you
bundl e them up, you package and you sell themfor seven mllion,
just to say that the conpany that's buying them that's their
profit margin, that noney, the seven mllion that you sold it for
goes back into the revolving | oan fund, so that you add seven
mllion plus seven and a half mllion, and all of a sudden you
have fourteen and a half mllion to nake new | oans.

You continue this cycle on out. And what you have is a
sel f-sustai ning revol ving | oan program where just in a period of
four years, $30 nillion creates $70 million in loans and is
sel f - sust ai ni ng.

So in summation. what we've proposed is this three- or
four-prong approach that is intended to work together:

A G eenback programw th consuner rebates to | ower PV
systemprice to the market level. These incentives will decline
over a period of tine;

Lowinterest financing to get over that capital cost
hur dl e;

A revol ving | oan concept that we need to explore further.

W' ve had prelimnary discussions with Staff about this concept.



And there is an indication that there is sone prom se;

A qual ity assurance and green marketing programthat we
think is crucial. W don't want to repeat any of the m stakes
made by the solar industry in the early '80s. W're going to nake
sure that safeguards are put in place to prevent that. W think
we have a much nore mature industry to respond to this grow ng
mar ket now, but we think that nmechani sns do have to put in place
to ensure quality conponents, |licensed contractors and realistic
systemrati ngs;

And, finally, a professional statew de advertising and
public education canpaign. This is crucial. The PV industry has
not done a very good job in marketing to the grid-connected
sector. And so we feel that initially we need to partner with the
industry to help market to the grid-connected custoner. And so
we' re advocating the sone of these funds wll go towards
mar ket i ng.

And, again, we'll have all of the details for you -- or
additional details and witten out for you on the 26th.

Thank you.

PRESI DI NG COMM SSI ONER MOORE: Thank you. Just one
qui ck question before we go to Richard Sower, and that is did you
add up the cost of the G eenback Progranf? Once you start issuing
all these rebates, what's the cost out of the 5407

MR. WENGER: Right.



PRESI DI NG COVM SSI ONER MOORE: Five sixty?

MR. WENGER: VW -- there have been sone -- oh, no. No,
no, no.

There have been sone all usions to nunbers presented
earlier by Don Aitken for this entire PV programto be around a
hundred mllion dollars. The final figure will be presented on
t he 26t h.

PRESI DI NG COVMM SSI ONER MOORE: Ckay.

MR. WENGER: That's what we're | ooking at.

PRESI DI NG COVMM SSI ONER MOORE: Ri chard Sow er.

COW SSI ONER SHARPLESS: Could I, before he --

PRESI DI NG COVM SSI ONER MOORE: Ch, sorry. | thought
Ri chard was going to conplete the --

MR. SOWIER: I"mpartially di sposed.

COWM SSI ONER SHARPLESS: | just have a really quick
questi on.

PRESI DI NG COVM SSI ONER MOORE: CGo ahead.

COMM SSI ONER SHARPLESS: Is this part of energing?

MR. WENGER: Absol utel y.

COMM SSI ONER SHARPLESS: Ckay. So you're tal king
about what you consider to be an energing technol ogy. Part of
your description sounded |ike we were beyond energing.

MR. VENGER: W' re beyond energi ng except in one

category, and that's the price. And so that neans that there



really isn't a -- when you |ook at the total grid-connected narket
in California, there mght be 400 or 500 residences that have
t hese kinds of systens right now

Through this program what we intend to get is something
nore on the order of 15,000 residences.

Thank you.

PRESI DI NG COMM SSI ONER MOORE: M. Sowter, cone on
down.

MR. SOWIER: M/ nane is Richard Sower, and | head up
BP Solar, Inc. here in the US. Thanks to Howard and to Tom

I won't stand behind the m crophone in case everyone can
here ne a little bit -- oh, okay. ['Il come back so the
transcri ber can hear ne.

| head up BP Solar, Inc. BP Solar, Inc. is one of the
| argest solar conpanies in the world. W're a subsidiary of BP
Anerica. BP Anmerica is one of the largest conpanies in the US. W
have assets of $10 billion, annual sales of $16 billion, and we
enpl oy 15, 000 peopl e.

Recently we announced on Cctober the 16th an i nvest nent
in a manufacturing facility in Fairfield, California. Tom all uded
to the figure of seven mllion. |In fact, seven mllion was the
figure just for the manufacturing equi pnent. W' ve al so purchased
buil ding and | and, which is considerably in excess, so it's a nuch

| arger investnent.



This facility in Fairfield, California, is the nost
nodern thin-filmmnufacturing plant in the world. It's something
that Californians could really be very proud of. And that has a
nanepl ate capacity of 10 negawatts.

You may wonder why BP Solar is in this business. Wll,
really BP, -- or, rather, BPis in this business. BP is an energy
conpany. Now he believe that solar is a business that will be
material to our energy business. And by "material," we nean that
it will be a substantial business. And we believe that it wll be
a sust ai nabl e busi ness.

W are not interested in investing in a business that is
subsi di zed, and that's the way that that business continues. W
really believe in this business.

One of our fellow energy conpanies, Shell, had published
a much acclained report that a substantial part of their business
wi |l be generated by renewabl e energy, by photovoltaics in about
20 to 30 years.

W support whol eheartedly the narket-based nmechani sns
t hat have been outlined here. W do not believe that a nechani sm
t hat subsidizes the industry directly is the nost effective use of
the funds. We believe that a market-based nmechani smwil |
stimulate the market, and the market will stinulate the investnent
of conpanies |ike ourselves. And we believe that through

conpetition, the conpetition will stinmulate lower prices in a



sustai nable market. And that's our position and that's our
support for AB 1890.

Thank you.

PRESI DI NG COVMM SSI ONER MOORE: Thank you very nuch.

MR. MASRI : Mar wan.

MR. MASRI : Coul d you just clarify what you nean by a
mar ket - based nechani sn? Wat does that nean to you?

MR. SOWIER: Wl |, as the presentation, as was outlined
in the presentation and the presentation that we support, a
mar ket - based nmechanismis really where you put the noney in the
hands of the person who is going to be using the power, or who is
going to be spending the noney to purchase that power.

MR. MASRI : The consuner.

MR. SOWIER: The consuner, very much so.

And we struggled with sort of names to call this. You
know, whether to call it a rebate or a subsidy, but the G eenback
has a good synergy because it's green and it's noney that cones
back.

And really what the G eenback Programis going to do,
it's going to kickstart this business. W know that the business
is going to be there at sone tine in the future, but AB 1890 gives
our industry a trenendous opportunity to really kickstart this
busi ness.

And as Tom showed exanpl es, these sort of prograns in



Japan and in Germany have really kickstarted that business. And
we're very excited about the potential that AB 1890 offers. And
so | hope that answers your questi on.

PRESI DI NG COVMM SSI ONER MOORE: Let me just explore
the comment that you nade, because |I'mnot quite sure | understood
it. Do you suggest that the industry would mature in 23 to 30
years range, 20 through --

MR. SOWIER: Oh, no. The range of 20 to 30 years.

PRESI DI NG COVMM SSI ONER MOORE: Twenty.

MR. SOWIER: This was the report that the Shell Conpany
had witten. And at that stage they believe that the econom cs
was such that PV will turn into the energy sol ar business, would
actually be generating as nuch as 50 percent of their revenues.
And on a worldw de basis, if that was translated into BP, BP
wor | dwi de, we have annual sales of $56 billion.

Soit's afigure just to give you a sort of rough size of
our commtnent to this business, and really where we believe it's
going. And the opportunity that AB 1890 really presents, if we
have the opportunity for a market-based nechani sm

PRESI DI NG COVM SSI ONER MOORE: CGood. Thank you.

MR. SOWIER: Thank you.

PRESI DI NG COVM SSI ONER MOORE: Mar wan.

MR. MASRI : I"msorry. | have a quick question for

St eve.



PRESI DI NG COVM SSI ONER MOORE: Sur e.

MR. MASRI : And | think I asked this question before.
| was not sure who the sponsors of your proposal are. Could you
make that clear for us?

MR. KALLAND: I n which industries, which technol ogi es?

MR. MASRI : Who is supporting -- yes.

MR. KALLAND: The Sol ar Industry Association is --

MR. MASRI : Whi ch conpani es?

MR. KALLAND: -- representing here today a nunber of
conpanies that are operating in California. And Howard and Tom
gave a list of the various conpanies on the PV side, but we also
do have several conpanies that are involved in the sol ar-thernal
electric side that are represented in this unbrella proposal,
which | introduced, and these other people have fleshed out the
individual pillars that are hol ding up maybe the roof of the
proposal, which is what | presented.

MR. MASRI : Does it represent all solar electric
conpanies in California?

MR. KALLAND: I ncl udi ng the piece that tal ks about the
energed technol ogi es, at this point, yes.

MR. ALVAREZ: Let ne ask nmaybe a nore direct question.
Does it include the SEGS projects, the SEGS?

MR. KALLAND: My under standi ng right now, and | perhaps

shoul d defer that until next week, but ny understanding is that



right now, yes, this proposal does include those groups.

MR. W LLS: If I could nmake a -- say to Steve.

MR. KALLAND: Yeah. FEric's --

PRESI DI NG COVMM SSI ONER MOORE: Do you want to
i ntroduce yoursel f?

MR. WLLS: Yes. M nane is Eric WIls. [|'mpresident
of Dagget Leasing Corporation [phonetic]. W're a part owner and
operator of SEGS| and Il. And we're representing SEGS | through
I X, which is 354 negawatts and about $1.5 billion of capital
i nvest nment .

Steve just got called in at the last mnute to present
this because Les couldn't be here. The SEGS right now are a kind
of discussing wwth a ot of parties. So although we have revi ened
many proposals for many people, | think it's probably premature to
say that we are signed up. So | don't want to jeopardize our
di scussions with others right now --

PRESI DI NG COVM SSI ONER MOORE: So it's safe to say
that SEGS is as so many of the pieces of this are, is a work in
progress at this point?

MR. WLLS: A very work in progress. Hopefully a |ot
nmor e devel oped shortly.

PRESI DI NG COVM SSI ONER MOORE: W wi sh you I uck.

MR. W LLS: Thank you.

PRESI DI NG COVM SSI ONER MOORE: Al right. 1'mgoing



to switch gears then just a little bit. Thank you, gentlenen, for
your presentation. And we'll expect sone nore detai
docunentation on it.

I would ask you the sane favor that | asked of the others
earlier, and that is that you give the Commttee nmenbers the
advantage of at |east the night before for the detailed stuff, so
that we can ask you relatively intelligent questions the next
nor ni ng.

MR. WENGER: You wi Il have it.

PRESI DI NG COVMM SSI ONER MOORE: So that's the 25th.
Ve try.

MR. WENGER: Maybe even the 24th then.

PRESI DI NG COVM SSI ONER MOORE: Thank you.

COW SSI ONER SHARPLESS: That woul d be better.

PRESI DI NG COMM SSI ONER MOORE: Al right. 1'mgoing

to switch gears. Now |l've got folks that are not aligned in a

group at this point, so I'll call you individually, and you can
of fer your comments. Alan Purves -- these are in no particular
or der.

MR. PURVES: | have facts supporting another proposal

| would defer to that.
PRESI DI NG COMM SSI ONER MOORE: Ch, all right. |1
guess you are. Public developnent. So that's -- okay.

So Ji m Kennel | y.



MR. KENNELLY: Kennel | y.

PRESI DI NG COVMM SSI ONER MOORE: Ckay. Jim cone on
up.

MR. KENNELLY: I"mJimKennelly with Project
Devel opnent representing the Counties of Orange, Sonoma, the Gty
of Sacramento and NEO Corp. | mght add that Project Devel opnment
is not a |obbyist, not in that business. Actually ny business is
t he devel oprment and construction involved in the fuels projects.

The proposal that you have and hopefully had a chance to
see on Monday, yesterday, is nmade by these counties and cities on
t he supposition that the Legislature said the free ride's about
over. The anount of noney here that we're tal king about is very
small. And we view that as the Legislature saying, "Here is sone
seed noney to continue, but you' re being weaned of the process."

And | think it was TomH nrichs that did sonme mathenatics
on this, and it cones out to .48 cents, so roughly we're that
being a half-a-cent if you took all the kilowatts that are being
generated and divided it into the noney. So our proposal is based
on that understanding. That m ght be wong, but it |ooks pretty
clear to us.

I"'mgoing to tell you about the way we've suggested this
being divided into three sections: The typical existing project,
nmoney for new projects, noney for energing. W also have sone

nmoney set aside for marketing of renewabl es.



As far as the existing go, we suggest that the anount of
noney here, which is about 40 percent, the way we have it divided,
be set aside and used over four years. And it would be divided
into quarters, so there would be 16 allotnents of that 40 percent,
which is roughly $13 mllion a quarter.

And a new project or an existing project, which we've
defined as a project that is online and generating on or before
the 31st or the 30th of Decenber of '95. Those projects at that
poi nt are existing projects.

At the end of a quarter, they would submt the anount of
kilowatts they've generated and they would be paid a portion, a
direct portion of this noney, each quarter.

And the question comes up about, well, you know, this is
supposed to be market driven. The Legislature was very clear on
t hat .

W' re al so assum ng that when these projects went into
being in the late '70s and the early '80s, they were conpetitive.
They were market driven. Sonething' s obviously changed, but the
fact was they were nmarket-driven projects. And they exist today;
we're assumng they' re profitabl e today.

So we're saying, all right, we were going to continue
these projects for at least the four years. 1In each quarter there
will be an allotnment of this noney to sustain them

W suggest that any of these projects are eligible for



the state or federal tax credits that they get now and they may
get in the future. W think that they should go after additional
financing. They can | ook for benefits either in support of
services or actually in funding from nmanufacturers, engineering
contractors, fromvendors, associations, cities, counties,

wher ever the noney can cone to suppl ement what we' ve got here.

That's basically what we would do with the existing
pr oj ects.

W' d al so say that any project that net the test, that is
they were generating on or before the 20th of Decenber of '95, if
they want to restart up, they could do so and they woul d becone an
existing project, if that's what they would |ike.

The only prohibition we have in there in the
qualifications would be that they cannot be -- they have to be
over the cliff on the standard offer. They can't still be on the
schedul e of projected costs. But that wouldn't be until this
project started, assum ng January 1st of '98, so it probably
affects very few

The second part in the case of new projects, we're
recommendi ng that you allot 48 percent of the noney to new
projects. New projects or any projects that we deem are renewabl e
and that cone online after the 20th of Decenber of '95.

What we suggest here is that fromthis point on they're

strictly market driven. To qualify for this subsidy, if you wll,



you bid. W're reconmending that there will be bids every six
nont hs, sealed, and the price will be just cents per kil owatt
hour. |If there are any perceived externalities, environnental
benefits, those are to be included in the price. They lay the
envel ope down. That's the bid.

And, again, these people are encouraged to seek other
financing, to seek support from association, fromvendors,
whatever it mght take to nmake that project happen.

Once you would win the bid, you would have 18 nonths to
be online with your project. And during that time you |l post a
bond for the amount of your bid. |If you default, the noney goes
back into the pot to be reallotted to other projects and future
bids. And the proceeds of the bond go back into the pot.

And, again, it's strictly market driven. There is no
tier. There is no “Wiose green is greenest?” Strictly
conpetition.

For the third portion, we'd recommend that 10 percent of
t he noney be set aside for the energing technol ogies. And, again,
the definition here we've got in our proposal, but that's open to
what people think it mght be. But they would performin nuch the
sanme way. That is, there would be a seal ed bid.

The difference here would be that along with the bid in
cents per kilowatt hour for the energing technol ogy, whatever they

believe they needn't support, there would al so be a technical



presentation in that seal ed bid.

W' re suggesting that, for instance, the CEC forma
board, an equal nunber of their own and nenbers fromprivate
industry, that will then eval uate these proposals and basically
the technologies. And then they'll make the final decision.

And there again the bids woul d be happeni ng every
gquarter, and woul d be based strictly on the market and what they
percei ve the nmarket to be.

And, finally, there's two percent set aside for strictly
mar keting. And we would | ook here to, again, let's say that the
CEC woul d solicit bids fromconpetent advertising people,
mar keti ng peopl e who would then go out and work with the industry
and actual |y produce pieces of information. They could be radio
spots, they could be TV spots, whatever they are, to enhance the
mar keting of renewabl es.

W woul d al so be | ooking, as the people that spoke
earlier this norning here that this noney would actually filter
right down to and get to the markets that are created for
renewabl es.

That's basically the program | would like to add this
that is inportant, the existing funds will go to the generators.
That is, every quarter, whoever submts their kilowatts generated,
that noney goes to themto support the supply side of the program

t he generati on.



On the new projects, the noney goes to the consuner.

This is going to the consuner only, not to the generator. So if X
project bids in and let's say they win the bid at 3 cents, the 3
cents goes to whoever the consuner is out there that's buying that
power, whether it's through a nmarketer or whether it's through a
contract direct with the people that put out the bid.

And the sanme would hold with the subsidy that goes to the
renewabl es -- or, excuse nme, the energings. There again the noney
that is allotted through the bid process will go to the consuner,
to the purchaser of the electricity.

What do you thi nk?

PRESI DI NG COMM SSI ONER MOORE: Geat. |I'mready to
vot e.

MR. KENNELLY: Ckay. Let's vote

PRESI DI NG COMM SSI ONER MOORE: M. Purves, do you
want to add sonething to that?

MR. PURVES: My nane is Alan Purves from Lel and
[ phonetic] Gas Recovery Systens in Newark, California.

Like Jiml'mnot a politician. |1'mnot a |obbyist. And
as may becone evident, |'mcertainly not a diplonmat.

|'ve been attending these hearings including the PUC set
that preceded themto educate nyself, as a businessnman, so that |
could make a recommendation to the board of directors of our

conpany regarding future investnent in renewables, specifically in



Cal i f orni a.

And what | was hoping | would see developing is a sinple
and under st andabl e and a certain systemthat we could judge a
busi ness risk on. And | want to support, first of all, the aspect
that we in the business take the business risk and nmake the
busi ness j udgnent .

And | think the bidding nmechanismallows us to do that.
It gives us a risk that we can nanage, and allows us to price our
bi ds accordi ngly.

| don't see any advantage in regulating a process that is
itself part of deregulation by stipulating that certain bands be
all ocated, certain funds. | don't see nuch advantage in
supporting technologies that currently are not profitable and
don't have a future as a renewabl e power

Lastly, | would like specifically to support the [andfill
gas technol ogy as being a qualified resource. There have been
some suggestions in other proposals that we have external funding
fromtipping fees and federal supports. | don't think that's
appropri ate.

The energy produced fromthe landfill gas is an
i ndependent busi ness, and | think should be judged on ensuing
nmerits.

Thank you.

PRESI DI NG COVM SSI ONER MOORE: Thanks.



Jan.

COW SSI ONER SHARPLESS: Yeah. W haven't had a real
opportunity, although you sent it in yesterday, to get into a | ot
of depth with your proposal. But | did have sonme just sort of
brief questions | wanted to ask you so that we would be able to
give it nore attention.

MR. KENNELLY: Thank you. 1'd like that.

COMM SSI ONER SHARPLESS: On your 40 percent for
exi sting, how do you see that happening? W know that if you
divide the $216 mllion, which would be over a four-year period,
by the nunber of existing facilities, that wouldn't anmount to
much, would it?

MR. KENNELLY: Apparently about a half a cent.

COMM SSI ONER SHARPLESS: So what woul d we be
acconplishing by using this first-step nechani smin your proposal ?

MR. KENNELLY: It puts the heat on those that need
nore noney to get nore noney sonmewhere. It gives themthe seed
noney to say, am|l just about there, as sone claimthey are and
therefore they can stay in business, or they' |l part this world.

COMM SSI ONER SHARPLESS: Ckay. So you think that's
enough of an incentive for people who mght be in a class that
maybe aren't real near being conpetitive, but aren't |ackards and
are sonewhere in the mddle that mght need nore than a half a

cent in the next four years?



MR. KENNELLY: Yeah. | think it's really tough.

COMM SSI ONER SHARPLESS: Ckay

MR. KENNELLY: And it's either now or |ater.

COWM SSI ONER SHARPLESS: | feel your conpassion.

MR. KENNELLY: Yeah.

[ Laughter.]

MR. KENNELLY: Life is hard and then you die.

COWM SSI ONER SHARPLESS: Good. Damm the torpedoes
and full speed ahead.

MR. KENNELLY: Yeah.

COMM SSI ONER SHARPLESS: Ckay. So | amgetting the
essence of your 40-percent proposal here. Everybody gets the sane
amount, sink, swm survive or not.

MR. KENNELLY: You know, this canme directly, and it's
been two years now since we actually spoke before the PUC in the
first hearing in Los Angeles. And the cities and counties were
absol utely incensed over the BRPU. And they said: This isn't
going to happen again. W're going to get involved in the process
and it's going to be fair. |It's going to be undiscrimnatory
treatnment of all technol ogies.

Wiy should in this case three mllion people,

t axpayers/ratepayers get sone kind of a different shake because
they took the sanme risks? Now sonebody el se's nmanagenent hasn't

managed wel |, then sooner or later that cones to an end. It m ght



be sooner now or it mght be later.

COWM SSI ONER SHARPLESS: Vell, | notice you excl uded
sone peopl e out of your renewabl es.

MR. KENNELLY: Not intentionally.

COWM SSI ONER SHARPLESS: Hydro? It seened real
intentional when | read it.

MR. KENNELLY: Ckay. Yes. Yes, yes, yes

COWMM SSI ONER SHARPLESS: Smal | hydro

MR. KENNELLY: Al'l hydro.

COWM SSI ONER SHARPLESS: Al hydro. But snmall hydro
was built into 1890, sort of. But you' ve excluded it.

MR. M LLER: Yes.

COWM SSI ONER SHARPLESS: G ven your principle it
doesn't matter if they're conpetitive or if they' re not
conpetitive, and we should treat everybody equally, why did you

excl ude hydros?

MR. M LLER: I mght add that Sononma County has hydro,
and they said, "No, that's okay. W don't need the support. It
really wasn't neant for that." That's their opinion. |f people

want it different, that's fine with us.

I think an earlier speaker nentioned, and again in the
two years of these hearings, there really hasn't been an outcry
fromhydro. And, in fact, rarely are they here. But if we want

to include them fine.



COWM SSI ONER SHARPLESS: Vell, | merely was asking
the question to get the pure rationale. Because if you used your
logic all the way through, you wouldn't necessarily exclude hydro.

MR. KENNELLY: That's right. As | said, Sononma County
has it, so they were kind of having to | ook thensel ves and say,
"Cee, do we want to mss this opportunity.”

COMM SSI ONER SHARPLESS: Yeah.

MR. KENNELLY: But they concluded that it wasn't
deserved nor needed, SO --

COWM SSI ONER SHARPLESS: Ckay. So there's sone
judgnment as well as sone fairness in here.

MR. KENNELLY: | think that's probably true.

COMM SSI ONER SHARPLESS: Ckay.

MR. KENNELLY: | tried to stay away fromthat as much
as possi bl e.

COMM SSI ONER SHARPLESS: On your 48 percent, where
did you conme up with 48? How did you back into that nunber?

MR. KENNELLY: The first shot at it was 40-40, and 15
and 5. And then during the week, which wasn't nmuch tine of
ki cking that around, they said: You know, that's really -- that's
too much noney, first off, for marketing. And second off, that's
too much for enmerging. So they took sone off.

COMM SSI ONER SHARPLESS: And how did they nake their

j udgnents on too much for energing?



MR. KENNELLY: Just by virtue of the fact that they
felt that there should be nore noney put into new technol ogi es
that could start now and not in sone that m ght be four or five,
six years off.

And I mght add, they'd probably say: Fine. Make it
40- 40, sonething el se.

I think the underlying principles, | can absolutely say
this, for these counties and cities, and several others that
signed on to the EDS proposal at the PUC, the underlying support
they have is that it's a bid process, nondiscrimnatory and it's
mar ket driven.

And if sonebody feels that, for instance, one technol ogy
or anot her belongs in new versus energing, fine, because really
you're all in the sane boat. You have to kind of pick what boat
you're going to be in.

If you feel that you' re not energing any nore, then you'd
probably want to participate in the new technol ogies. And
likewise if you're in the technol ogies, and you say, "I think I'd
have a better shot at the energing," then that's where you shoul d
go.

But in all the cases there's no discrimnation -- there's
no whose green's greenest. And this argunent's been going on for
two years, and this is what brought these people here.

COMM SSI ONER SHARPLESS: | also note that on your



new, even though you're going through a bidding process, you're
going to put alimt on the highest allowable bid prices, 2.5
cents per Kkilowatt hour?

MR. KENNELLY: | don't think you'll see that next
Tuesday. That was in and out, and it'll probably go out again.

The reason for it was --

COWM SSI ONER SHARPLESS: So | should save this
proposal in case | like it.

MR. KENNELLY: Ch, yeah. Yeah. No. Save it. W'll
bring that for you. W'Il nake tonorrow and tal k nore about it.

COMM SSI ONER SHARPLESS: Ckay.

MR. KENNELLY: The first proposal -- along the way it
was taken out. And the reason it was in and is back in nowis
they said, well, what if sonebody in the new technol ogy gets in on
the very first bid in, let's say, January 1st of '98. And they
sense they can cut a fat hog, and they bid 5, 6, 7 cents,
what ever .

And everybody said, yeah, that's a problem That's not
right. We're not trying to say all the noney gets sucked up here
inthe first bid. W want it truly market driven.

But then as the week wore on, we started thinking anybody
the it. They said, you know, all there's got to be is one nore
envel ope on that table, when | go to lay mne up there |'m not

going to know where we're at. The market's going to drive the



price. So by the end of the week there was a | ot | ess concern
about the fact that we needed to have a cap, which is very

i nconsistent with the idea that the market's going to drive the
price.

So | would say that when we redo this w th what ever
comments we get here and whatever refinenents, that woul d just
cone out of it as a plain bid.

COMM SSI ONER SHARPLESS: Anot her question | had dealt
with the performance of the performance bond --

MR. KENNELLY: Yes.

COMM SSI ONER SHARPLESS: -- that would be part of the
requirenment that fol ks would have to denonstrate -- first they
have to denonstrate a power agreenent within the first six nonths.

And then | believe concurrently they have 18 nonths. And
during that period they have a performance bond. |If they're
unsuccessful in turning on their project within that 18 period
time, they forfeit both the credit, or whatever the termyou want
to use, and the performance bond, right?

MR. KENNELLY: That's right. Now the credit woul d not
have been paid. It would just --

COMM SSI ONER SHARPLESS: Yeah.

MR. KENNELLY: It was a piece of paper that goes back
in the pot.

COMM SSI ONER SHARPLESS: It's a piece of paper that



gi ves you an al | onance.

MR. KENNELLY: Ri ght.

COMM SSI ONER SHARPLESS: Ri ght.

MR. KENNELLY: But they would actually help us all
fund the program because they woul d have | ost their bond, just as
you woul d in any construction.

COMM SSI ONER SHARPLESS: What do you think the
inmplications of the requirenent for a bond would be on the various
technol ogi es? Equally the sane or nore difficult for sone?

MR. KENNELLY: That will be market driven. Yeah, it
woul d be --

COMM SSI ONER SHARPLESS: So you haven't nade an
anal ysis of whether sonme technol ogies m ght have a greater
difficulty in comng up with those requirenents than others?

MR. KENNELLY: Vell, only if the market coul d

determne that. | don't think there's anybody here now or next
week that would determne that. |It'd be like saying, "Do you
think on Saturday they'll sell nore beef or chicken.” That'll

depend on the nmarket, what the price is, what people want. O
spi nach.

COMM SSI ONER SHARPLESS: Ckay.

MR. M LLER: Tof u.

COMM SSI ONER SHARPLESS: So basically what you were

trying to do was to protect the fund from spurious proposals, but



you weren't necessarily |ooking at what the inplications of these
provi sions would be in terns of whether technol ogi es coul d
actually function in this kind of market?

MR. KENNELLY: Yeah. W didn't perceive it as being
any problemat all because every project, as M. Purves was
tal ki ng about, and any of these people that have built projects,
they had a board of directors to convince whether they had to post
a bond or not. So you've got to get it financed and you' ve got to
be on your way.

And only the market will determne what that is. And
that woul d, | guess, depend sonmewhat on your track record.

But | don't see as that anything being --

COMM SSI ONER SHARPLESS: But there's also that
18-nonth period that you add on top of it.

MR. KENNELLY: Ch, absolutely. You can't diddle
around. This is a get-on-it-and-go. And that's what, again, we
see the Legislature saying, "You ve got four years to show us you
can do this." Let's crank up the renewable industry. And you
surely can't do that if you give people years and years.

Now there may be sonething different that should apply to
the energings. | don't really know. | know there's been sone
di scussion, and this bond thing may change a little. W were
saying, "Well, maybe you ought to just bid with your bond ri ght

then and there, and you got 18 nost to go for it. Because |ikely



sonebody comng to put in a proposal to build a plant, whether
it's wood, wind or landfill gas, they' re going to know where that
mar ket is.

They may have signed up with nmarketers already and they
may be out there selling it, or they may cut a bilateral contract,
which is not ruled out of this. You can always sell directly
through a bilateral contract.

COMM SSI ONER SHARPLESS: Ckay. We'll let the rest of
the questions wait until the 26th.

Thank you.

PRESI DI NG COVM SSI ONER MOORE: Thank you very nuch.

MR. MASRI : | have a couple of questions, please.

PRESI DI NG COVM SSI ONER MOORE: Mar wan.

MR. MASRI : I's that okay? Al right.

One thing | didn't understand is that for new you woul d
have the supplier bid but the consunmer gets the noney.

MR. KENNELLY: Yes.

MR. MASRI : And how do we know that what the supplier
requires is what the consunmer is willing to pay to buy it? How do
we reconcile these two things?

MR. KENNELLY: Sonebody's going to sell it to the
consuner. Either you sell it directly or you do it through a
mar ket i ng conpany or through an aggregator.

MR. MASRI : But it may be possible that if the supplier



needs 3 cents to supply, say, PV power, the consuner require 8 to
buy it. And so you give him3 cents, he's not going to buy it.
How do we deal with that? Sonebody bids for the other one,

recei ves the noney, and they don't have the sane requirenents
necessarily?

MR. KENNELLY: | don't know that it's a matter of
nmoney. It's a matter of what these people want in externalities,
if you wil.

W' re going to have people out here marketing this. And
they're going to say, gee, |I'mreally happy because | bought sun
power or wind power or landfill gas. And they'|ll belly up to the
bar with whatever it takes or they won't, but that's the nmarket.
So we don't have to worry about the price. It's not even a
concer n.

MR. MASRI : Ckay. A couple of quick questions. Wuld
you include utility existing renewabl es in the 40-percent noney,
utility-owned power plants that are renewabl e?

MR. KENNELLY: If they neet the test of what was in
her e.

MR. MASRI : Ckay. And how do you think this bid
systemwoul d be better than the BRPU, that you're proposing? How
would it avoid the problens that you said were associated with the
BRPU?

MR. KENNELLY: There's nothing market driven about the



BRPU. It's the nost conplicated fornula I'd seen since college.
And | don't renenber calculus any nore. 1'd carry a slide rule if
| could do that.

The counties, one in particular, Oange County was
bidding that. And they got down to Iike the |ast week before they
figured it out it was going to cost themnoney to bid. They had a
2-cent-per-kilowatt-hour penalty because they were using | andfil
gas whi ch was supposed beneficial to the environnent, and it was
pressed by the EPA as a source to use, a fuel to use. That turned
a lot of heads, and it nade a | ot of people pay attention to their
cal cul ators.

PRESI DI NG COVM SSI ONER MOORE: Thank you very nuch.
| was worried a little bit about being draconi an or appearing
draconian at the end of this, and we've now relieved ourselves of
that. Wiichever way we cone out, it's likely to be | ess than
t hat .

Bob Ellery wanted to respond to an earlier comment by
Eric Mller.

MR. ELLERY: M/ nane is Bob Ellery. I'mwth United
Ameri can Energy.

I wanted to tal k about a couple of things today and one
is the existing SO4 contract issue and the other is about, |
think, a question, Jim you had with respect to to what happens if

the noney isn't adequate. So I'd like to kind of give you ny



t houghts on both of those issues.

AB 1890 does have a provision in it that allows for an
entity to buy a power contract froma utility and to get that CIC
credit. And | think perhaps that's the provision that sonehow got
M. MIller off on a "we'll just give up our contracts.”

It seens to ne that the contracts are entered into
bet ween two i ndependent parties and they're binding. And there's
not hing that the Conm ssion can do nor really the Legislature
that's going to unwi nd those contracts. And |I'd have di scussions
about wal king away fromour contracts, | think are fruitful -- 1
nmean they're not going to go anywhere.

So | nmean | think there are provisions that kind of could
apply here, maybe a power marketer wi th sonme substance coul d cone
in and buy a contract from say, ny contract wth PGE and then
accrue that CTC and then go out and nmarket with that CTC credit.
But | don't think it can be done on an individual basis.

Wth respect to -- although I do agree with their -- in
one very inportant aspect, which is we need to create a nmarket for
renewabl e power, because at the end of the day, w thout creating a
mar ket none of us will survive. 1t's going to be very difficult
for any of us to, on a long-termbasis, conpete with very | ow cost
gas-fired cogen facilities.

So we do need to a create a market, but | don't think we

need to skew the nmarket early on. Because right now we all know



t he market doesn't exist.

There are facilities right now that could go out into
mar ket and conpete. In the bionmass area al one there's probably
seventy-five to a hundred negawatts worth of biomass facilities
ready to go online tonorrow if there was a narket.

And so |I'd say to Eric, "Start marketing. The power is
there." You create the market. There will be suppliers of power.
Ckay. W need -- then | think in part of the biomass proposal is
putting away sone noney to help seed that market, because we do
need to create it.

The other reason | have a problemw th the contract issue
is quite frankly, and 1've been there, the utilities are really
not happy about the thought of cost-effective renewabl e going
stealing their best custonmers. So | don't think the utilities are
just going to run up and say, "Yeah, it's a great idea. W'l let
you out of your contract."

I mean | have, in fact, personally said to the utility,
"You say ny power is over nmarket? QGeat. Let nme reduce |oad and
sell it to sonebody else,” and they say, "No way. Not a chance."

So | think at the end of the day, the utilities aren't
really all that interested in having us conpete with their
residential custoners.

I would turn to the issue of the price and what happens

if the price is not high enough to sustain the industry. | don't



think you will see whol esal e conpanies, facilities dropping
offline. What | think will happen, and what | think we've seen
al ready happeni ng, i s econom c dispatch.

Peopl e with existing contracts will back down |oad to the
point that, at least in the biomass industry, to the point that
they can cover their operating cost including their fuel cost.
Because al though while we say that our fuel cost is $20 a ton on
average, that doesn't mean that all fuel costs $20 a ton. Sone of
it my be zero, sone of it may be 40.

So if the market price is not high enough to sustain ful
operation at -- you know, right now we're running in the
90- percent capacity factor, that's going to shrink that capacity
factor down to the point that you can run.

Wrst-case scenario | think is 25 percent. People wll
basically run during the on-peak period six nonths a year, and
only run above that period if they can get fuel at a cost that
covers their operating -- | nmean so that their energy revenue is
| ess their fuel expense, covers their operating cost, their
i ncremental operating cost.

What we're trying to do with this transition nmechanismis
really bridge that gap to keep these facilities running at a high
capacity factor to accrue the benefits, but driving toward nmarket.
And | think we've seen ourselves driving toward nmarket.

And while we're working on other nechani sns of core



shifting, | think you brought up a very interesting point, which
is the conclusion | cane to, which is you can't put all your eggs
in one basket. You can't say this is solution, because we have no
way of guaranteeing to inplenent that solution.

Nor do | think it's only one solution. | think there has
to be a series of things that all cunulatively get us to the point
we need to get to. But individually, probably none of themw |
get there.

And the last thing we -- just kind of a general commrent,
kind of following up to the guy fromBechtel, we keep saying
enmergi ng technol ogi es equals solar. And | just want to point out
that in Vernont they're building an integrated gasification
conbi ned cycle systemto be a denonstration facility. So I'd |like
to make sure that we don't carve this thing and say "energing
equal s solar."

Thank you.

PRESI DI NG COMM SSI ONER MOORE: Thank you very nuch.

Oville Me.

MR. MOE: Comm ssi oners, thank you for the opportunity
to be here. M nane is Oville Me. |'m President of Energy
2000. We're headquartered in Thousand OGaks and we're part of the
Thousand QGaks Environnental Business Custer, and a group of
conpani es that are attenpting to nake an inpact on various aspects

of the world in energy and ot her areas.



W are working with ONSI Corporation on fuel cells. And
fuel cells are one of those technologies that | think are
specifically nentioned within AB 1890. And we took a | ook at the
whol e proposal. And I'd just like to offer some comments that the
current DCE program has successfully achieved with fuel cells and
why they have been a major thrust in the Departnent of Energy
programthat had a very sinple formula, which was basically a
dollar a watt that they were willing to put into the program
whi ch has driven the cost down on these efficient systens.

| believe fuel cells by our definition at |east are an
energing technology in that they are serial nunber 100 of the fue
cell power plants at 200 kilowatts was recently shipped | ast
nmonth, | believe. They are out in the field and they are worki ng.
And there is sonme over one mllion hours of time on those cells,
on the fleet, one mllion operating hours.

So as an energing technology, this is one of those that's
right in there. It's a very efficient technology. Currently in
above the 50-percent |evel for electrical generation, above
70-percent |evel for heat, conbined heat use. And in the future,
in the new technol ogy area, there are plans on the agenda to
devel op gas turbine conbination fuel cell packages.

Fuel cells have been able to achieve actual energy
savings in hospitals, such as Kaiser Hospital in Riverside, and

other hotels in other |ocations where they've been put in place of



25 to 50 percent, and therefore they make sense to a | ot of people
just as it is without any additional subsidy at all.

However, this 200-kilowatt plant is currently -- you can
pick it up at the dock, at the factory for $3 a kilowatt. So
there is a market. People aren't exactly beating our door down to
get them but there is a market at that |evel wthout any
subsi di es what soever.

But we're seeing is that we are | ooking for both a
continuation of the DCE subsidies and hopefully California
subsidies to bring this up to a |l evel where this price is going to
be driven well down into the $2 or less per watt. And these are,
of course, this nodel is using natural gas. But the new systens
that are online right now, and | gave your Staff a copy of one
that's currently in production, in operation right now, on the
East Coast, is using digester gas fromsewer facilities, sewer and
water treatnent facilities.

W' ve proposed a total of three plants here in California
with -- that would be a total of six units like this operating.
And they're very close to nmaking that decision. There are sone
addi ti onal costs.

As | said, this you can pick up for $3 a watt, but when
you tal k about installation of biogas systens, you' re pushing the
nunber up to 4 or 4.50 a watt. And that's because of the

addi tional equipnent that's needed to handl e that.



So with over -- and |'ve presented a witten proposal.
|*"mnot going to go over the details, but there's an average of
sonething like 15 to 17 mllion cubic feet of nethane that's
burned of f by each plant that's in operation. And this technol ogy
could go a long way toward generating additional power, using a
renewabl e resource and cleaning up the air that we breathe.

In addition to that at Edwards Air Force Base, there's a
conbi nati on cycle machine in place that's using hydrogen generated
from PV, photovoltaic electric input, deconposing water into
hydr ogen, which of course serves then as fuel in the dark cell for
the fuel cell. So the fuel cell is a conponent within this entire
renewabl e structure of energy, that we feel is inportant. It
shoul dn't be over| ooked.

And at the last workshop | was at | didn't feel we were
really adequately represented. And so as the other gentleman who
was just here said, | hope that the renewabl e resource doesn't end
up being title, "photovoltaic only" because we feel we're in
there. W are with an energing technology. That technology is
out there in the market today. It has cost-conpetitive benefits
that are able to be seen right now.

And we woul d hope that this structure, however you deci de
to put your noney together, would include an option for
|owinterest loans for municipalities and others who woul d be

interested in putting in a systemlike this, because they end up



costing, by the tine you get all the two or three of these put
together and the ancillary equiprment, they run between 2 and $3
mllion.

Financing is difficult to cone by because everybody says,
"What in the world is a fuel cell?"

And the other part of it is that we would hope that sone
noney woul d be set aside for per-watt |evel of support, whatever
that mght be. And if you wanted to match the DCE grant, the
mechanismis there to make that fairly sinple.

And, thirdly, in the area of new technol ogies, there are
new technol ogies within the fuel cell arena, such as | put on the
board there, the turbined conbined cycle systens, which are
| ooking for funding for a denonstration units. And those are
com ng along. Qur conpany is proposing to put together a
photovol taic fuel cell denmonstration production, to be the first
one that's outside of the US governnent facility. |It'll bein a
commercial setting in Ventura County.

And we' ve gotten support there, prom sed support from
several agencies, including private funding. And we think that
woul d be a great benefit on the new side, to see sonething |ike
that in place, actually up and working and running in a site where
you can go out and kick the tires.

|"ve got other slides, but I know you're running |late and

| won't take up any nore of your tine, unless you have sone



guestions on fuel cells.

COMM SSI ONER SHARPLESS: Yeah. | wanted to ask one
guestion. You were tal king about |owinterest |oans. Wat
typi cal | y happens when sonebody wants to install this type of
t echnol ogy? Wat kind of comercial financing are they usually
able to arrange?

MR. MOE: Commercial clients |ike hotels and
agricultural users that we've approached typically go to a bank,
and they say, "CGee, we don't know what a fuel cell is. It doesn't
| ook like much to ne,"” or sonmething like that. And there isn't
much interest in financing it.

Miuni ci palities such as we're working with on the waste
water treatnment, sone of themare in a position to go with bond
issues or that type of thing, and sonme are not. Those are right
now the clients that we are seeing a real interest in because
their cost for a fuel is essentially zero. As the nunbers turn
out, the cost for natural gas, if your a commercial user, is
generating a price of about 3 cents a kilowatt hour at about 30
cents a thermroughly.

And that's a marketable price, but then when you add to
that, the finance costs, that's what drives it above those nunbers
that are being quoted by the utilities which are a little
frustrating to us, too, because whereas you see nunbers |ike the

average prices of, say, 10 cents a kilowatt hour, in specific



| ocati ons where we've been in and talked to clients about

switching over, they' Il cone in with this interruptible rate and
they'Il say, "No, no. |It's 6 cents a kilowatt hour."” That hurts
us.

And we would just like to see a level playing field in
this also, so that if it's 10 cents, it's 10 cents. If it's 8
cents, it's 8 cents. W can deal with that, but what we can't
deal with is people comng and comng up with a magi ¢ nunber that
is just a penny bel ow what we can provide.

MR. MASRI : Oville, are you proposing that fuel cells
be classified as a renewabl e resource for access to this fund from
AB 18907

MR. MOE: Yes, | am At least the ones that are
operating fromrenewabl e supplies, such as -- you know, this is a
conbi ned situation

PRESI DI NG COVM SSI ONER MOORE: In other words, that
they get nethane fromlandfills.

MR. MOE: Yes. W can get nethane fromlandfills, from
gas digesters, fromsewer plants. W can get hydrogen from
various sources, in addition.

Those systens in particular | believe should be qualified
and classified as renewabl e.

The ot her qualification which we woul d hope would remain

as is currently witten into the law, that these types of cells



shoul d have preference just because they are very clean. And the
air quality issues of the PC25 class fuel cell is in the very | ow
parts per mllion versus the allowabl e federal standards.

And for that reason, it's also good even if it's
operating on natural gas, so that the em ssions conparisons for
fuel cells, plus the renewabl e energy aspects of it, plus the
ongoi ng research that's enbedded in this for getting this industry
out of the hundreds into the thousands will drive the prices down
to where this technol ogy becones all the nore viable when coupl ed
with the other technol ogy.

MR. MASRI : Ckay. The second question: AB 1890 tal ks
about fuel cells as being potentially candi dates for fuel
swtching and therefore that determnation is nmade by the CEC t hat
they are --

MR. MOE: Yes.

MR. MASRI : -- they potentially could qualify for
exenption fromthe CIC

Coul d you provide us with sone information, not
necessarily now, on why you think fuel cells should be classified
as fuel switching based on what fuels they replace when they're
installed or any other --

MR. MOE: Yes. I've included that information in the
handout that | gave to Ms. Sharpl ess.

And what we're tal king about here, as far as I'm



concerned, you can run themon natural gas. You can run them on
propane. You can run themon landfill gas. You can run them on
pure hydrogen from sol ar deconposition of water. And so they seem
to nme to certainly qualified, even if you put one in currently
running on natural gas, you could switch that to sone ot her

supply, if that supply is available at a reasonabl e cost.

PRESI DI NG COVMM SSI ONER MOORE: Thank you very nuch.
W appreciate it.

W're at the end of all the blue cards that |'ve
received. Are there others who have a response to sonething that
t hey' ve heard, who wish to address us?

Al right. Then here's our procedure. Wat we're going
to does we're going to -- we'll caucus again to di scuss what we've
heard. What we expect to see at the next workshop is we expect to
see that there are at |east three major proposals floating out
there not all of which could be considered nmutually excl usive.

W think that at least in informal conversations that
|"ve heard or have been a party to, there seens to be a certain
conpl enentarity about sone of the proposals, certainly, and that's
what you woul d expect anyway, is that in a sense they describe a
ki nd of a snorgasbord of opportunity.

But we expect sone nore detail, and we expect real
nunbers. Now when | use the word "real," let's be clear what that

we're tal king about. W' re expecting relative val ue nunbers.



Nobody's going to try and hold a player to a certain discrete
nunber .

W' re aware that different discount rates get used to
eval uate these things, different tinmefranes. | just adnoni sh you
if you do use tine series or sonme other tenporal neasure in order
to make your case, identify the discount rate, identify the tine
period that's involved so that we can have some rudi nentary way of
conparing the apples to apples, oranges to oranges.

Where you need another industry or a legislative action
or sone ot her market nechani sns, a cross-subsidy of one kind of
anot her, please identify where it would cone in, its magnitude and
any alternatives that are relevant should it not be avail abl e.

Third, if you describe any kind of a market systemthat
i nvol ves tradabl e commodities, that involves sone sort of tradable
option or anything else that is needed to make your system viabl e,
woul d you identify the mechanismand the control or regul atory
mechani smthat you expect to be in place to nmake it work.

For instance, you could discrimnate between sonething
where you created a coormodity that literally had to have SEC
approval , okay? |If you do that, tell us that you' ve done it.

If you are inplicitly suggesting that the CEC or a
successor agency or a body that we would set up, for instance,
there's been a nention of a nonprofit foundation in a couple of

i nstances, woul d be the control nechani smfor dispersal of funds,



recommendation of fund |l evels, or sone other marketing technique,
pl ease identify it and let us know how you think that woul d be
controll ed, regulated, set out, staffed, etcetera. W'd like to
know t hat .

And | guess the last thing is address the questions that
we set out, because it'll give us a better framework. | nean if
you can't answer all of the questions that were laid out, that's
fine. Put item XX no answer, can't calculate, don't have enough
information. That's fine. But just to give us a basis of
conpari son

W're very appreciative. And | believe | speak for
everyone about the fact that everyone traveled so far in many
cases to conme and address us, and your continued attendance and
attention to this.

W will crack it. And hopefully in the end it'll
absol utely be a comunity effort. It's not going to | ook Iike
M chal and Jan crafted sonething. |It's going to |look Iike
sonmet hing that we've sinply put our arns around and caused to fine
tune, at |east that's our hope.

Bob, you have a coment.

MR. JUDD: Just a quick question for --

MS. SHAPI RO: Bob, you want to cone up to the mc so it
can --

MR. JUDD: Ckay. Be glad to. Sure.



Bob Judd fromthe Biomass Alliance. In the
Conmi ssi oner's opening remarks, you indicated quite clearly that
what ever proposals canme forward should be consistent with the
princi pl es of 1890.

1890 appears relatively transparent in terns of what it
requires as criteria for allocation. For instance, | was just
wondering if there is anything behind comments nade by
Conmi ssi oners about consistency with 1890 that we shoul d be aware
of above and beyond the specific |anguage of the bill?

PRESI DI NG COVMM SSI ONER MOORE: There's no hi dden
hi dden there. It's just that you know that when this is all said
and done, that's the standard to which we have to neasure. And,
again, there are anbiguities in the law. W're all aware of
those. We'Ill try. And the responsibility to tease appropriate
whether it neets the test is ours. But just to remnd that you
when you're setting sonething up, that's the test we have to
apply.

And so, for instance, there was sone discussion earlier
about whether or not we ought to reinstitute a renewabl es
portfolio idea. Well, the Legislature dealt with that. They
dealt with it pretty clearly, and they said, no, they didn't want
that. Well, we're not going to reinvent that, okay?

And then we have to have a set of tests that are net

within the law just so you know that when we and our Staff get



together to look at this, that's the tenplate that we're going to
lay over it.

MR. JUDD: Good enough. Thank you.

PRESI DI NG COVMM SSI ONER MOORE: Let ne just anplify
what | was saying earlier.

Again, in our published docunents you are all aware that
one of the focus points, a very inportant focus point, along with
a set of related questions that'|ll be considered at the next
hearing will be the certification criteria. So comments shoul d be
directed to that. | knowthat in the back end it's inportant to
every one of you who qualifies, who doesn't.

In the end it may be a fairly sinple process, but again
we'll be very focused on that for part of that hearing, trying to
understand a narrower range of comments on certification criteria,
so pl ease be prepared to discuss those with us.

Yeah. Cone to the --

MR. WENGER: H. Howard Wnger representing the
phot ovol tai ¢ col | aborati ve.

You nentioned that there's three major proposals. | was

just curious.

PRESI DI NG COMM SSI ONER MOORE: Ch, |, you know, --
MR. VENGER: If you could identify which ones you --
PRESI DI NG COVM SSI ONER MOORE: | was speaking in

round terns. There are several. Let nme erase the nunber three.



There are several. Wuat we --

COWM SSI ONER SHARPLESS: Dependi ng on how you count.

PRESI DI NG COMM SSI ONER MOORE: -- consi der serious
proposals. And I'Il sinply qualify themas that. There are
variants on the theme of each of them There are serious
proposal s out there. W recognize that. And those serious
proposal s we expect to conme back with nore detail

MR. WENGER: Thank you.

MR. MASRI : May | ask Howard a quick question?

PRESI DI NG COVMM SSI ONER MOORE: Sur e.

MR. MASRI : Howar d, does the O fice of Ratepayer
Advocat es support your PV for U proposal that you nade here today?

MR. WENGER: Not explicitly. W hope to gain their
acceptance explicitly by the 26th.

PRESI DI NG COVM SSI ONER MOORE: Thank you all for
comng very much. Drive carefully. |It's pretty wet out there.

[ Wor kshop concl uded at 4:13 p.m]
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